\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\

0603535

@n’rensely differ

‘POORE

PROCES=r

MAY 05 2005

THOM:.
F’NAN(" D

BROTHERS,,

ANNUAL REPOZ

B I R e

|

™ 3
e e O e — —— e ——
B S e ——————— & & _________§ - & i -3 - &
. .|
CEmr e e . ST e T —————
s e = e s W TS IS SN




—_ = ==

580 - - ) )
— $70 | T .
“h
FINANCIAL o | ,,
PERFORMANCE -
I - Net Revenues ; ;iL .
($ millions) %0 - é B
$30 TR
i q
$40
$3.0
$20
Operating Income (loss)
$10 ($ millions)
50 -
-$1.0 -
-$2.0 A
-$3.0
LTD/Equity (% N O T S -
auiey ¢4 0% - ; P P
| g ! R A
wh R
i 1
0% | IR g g f
TG00 2000 2001 2002 2003 2004
Financal Highlights Table Data 1997 1998 1999 2000 2001 2002 2003 2004
Net revenued) $  IS731796|$  12178775|$  21538555|$ 3905508215 53904816 |$ 59348471 |$ 66417836\ 68734763
Grossproﬁt{l) $ 20218171 % 22548851 ¢ 3970130|% 7704141 1% (0945994 1% 113120091 133185211 14264794
Operating income {loss) $  (Q706486)| §  (359053)| $  43222|$  1945258($ 2129367 (% 2674357 % 7861|$ 3706250
Net income (loss) $ (04097 $ (67409 $ 74240|$ 7979118 1045264 | 2636837|%  1051964|$ 2134714
Net income (loss) per share — ditited  |$ o)l $ 0.12)| $ 00l |$ 005$ 006 |§ 015§ 006|$ oh
VWeighted average common shares - diluted 7018324 7210810 9134414 15,129593 7,198,648 17826953 18476486 18977777
Net working capital $  143643$ 763155] $ 780,085 | $ 770975|$ 2014603 |$  1959971|$  7850924|$  117140%4
Total assets $  12875204| % 12938889\ 26073980|$  29990461(% 316880603  31756626(% 36580320{$ 40,(i7287
Long-term debt $ SOI7724|$ 5720247\ % 10680840($  9025088/$  B61255|%  4105018$  3i3980t{$ 1729134
Shareholders’ equity $ 5403351 | $  5256515($ 11,257263|% 14295496 % 16845631 |$ 207222411 25061640i$ 28808086
(1) 1997 - 2001 Restated for adoption of EITE#01-09 in 2002




he PRESIDENT

In 2006, we are committed to improving results. 2005 was a humbling year that
created strong motivation to take action to return the Company to its historical path of
consistent revenue and net income growth.

Dear Shareholders,

C LETTER fiom
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As the charts to the left evidence, the Company has a track record of long-term
revenue growth and balance sheet improvement, driven by the national introduction of
T.G.I. Friday’s® brand snacks, three successful strategic acquisitions and a culture that
supports a lean and effective team of people committed to delivering results.

The charts also show that our underlying financial progress was masked in 2003 and
1 2005 by attempts to produce a second national brand to complement T.G.l. Friday’s®
| brand snacks. Despite the negative financial impact of these launches, much was
learned. In particular, we were too aggressive in launching brands without test markets.
We plan to mitigate the financial impact of new product launches by test marketing new
brands in small scale test scenarios before products are introduced to major national
customers.

Looking forward, we will balance our intense desire to reward shareholders with greater
discipline and focus. We have made four key commitments in 2006 that are the corner-
stones of the Company’s next major wave of profitable growth:

Key #1: COMMITMENT TO PEOPLE
First, we are concentrating our efforts on improving our most important resource—our .
people. The culture of the Company is largely responsible for our success and we are v,

committed to ensuring we have a lean team of ‘
talented, passionate associates. We strive to " B¢ ! |
attract and retain associates who are positive b
team players who deliver results. 3 . i
We have restructured several facets of the team in early 2006 to return to a culture

that attracts talented, entrepreneurial-minded associates. To do this, we are building I
processes to improve upon our training and development at all levels in the

Company to provide our associates the opportunity to __grow and
prosper along with the Company. I

Key #2: COMMITMENT TO
CONSUMERS - SMILE ON FACES!!
Our primary business orientation will be ensuring
we invent and market products that are o
meaningful and special to consumers. In AP
plain English, we have a business because [/
consumers have a passion for Poore Brothers}
Salt and Vinegar or Boulder Canyon® Jalapeno
and Cheddar or T.G.l. Friday’s® Cheddar and
Bacon Potato Skins. They don’t love us or our
business processes, they love our products
and we are going to continue to orient our
| business towards putting smiles on

| consumer’s faces with unique products.
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Our success has come from products and in channels where we offer a meaningful point ™%
of difference compared to the competition with product attributes that resonate with
consumers. For example, T.G.I Friday’s® Potato Skin snack chips have grown to become
a leading item in the vending channel because the product meets consumers desire for a
hearty snack in an immediate consumption environment. Our Boulder Canyon® brand
has delivered consistent double-digit growth based on consurers affinity for a high
guality product made with natural ingredients.

Increased focus on getting the consumer proposition correct requires greater invest-
ment in the new product development process. We may test market products several
times to ensure that consumer affinity exists for a brand before it is introduced nation-
ally. This will likely mean our new product process will slow, but it should also become
more effective and increase the odds for national brand success.

Key #3: COMMITMENT TO PROFIT GROWTH

Existing Brands, Strategic Acquisitions and New Brand

In 2006, we are returning to our historical balance of revenue and profit growth. We
also intend to broaden the target range of new opportunities beyond snacks and
perhaps even food. The Company’s core competencies are marketing, manufacturing
and servicing consumer brands. Our management team possesses expertise in a diverse
array of consumer products and we believe we can build or acquire products in a wide
variety of higher margin product lines.

With that said, in 2006 our growth initiatives will be focused in three areas: 1) continu-
ing to grow our existing brands; 2) pursuing strategic acquisitions; and 3) testing new
brand propositions.

T.G.l. Friday’s® brand snacks revenue growth in 2005 was due mainly to increased
trade spending. The brand may decline slightly in 2006 as we may exit certain

unprofitable customers. While the brand is strong in most channels, 2005 was a
year in which we had unprofitable revenue growth with certain customers due to
increased promotional spending. We are working with those customers to

return to a profitable relationship, and may find that we need to discontinue
certain relationships. This will likely put short-term pressure on growth, but N 3
hopefully put us back on course to deliver consistent long-term revenue and. Q - Y

profit growth.

As the brand steward, we need to ensure our products grow at a
healthy organic growth rate. Our core T.G.l. Friday’s® business
remains strong, and we believe there is continued growth potential in
several channels. However, each brand has a natural sales level at which it
can exist, and rapid future growth will need to come mostly from acquisitions arié
new brands.
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The Company’s potato chip business, driven primarily by Boulder Canyon® kettle chips,

grew in 2005. Our potato chip business has weaker economics than our fabricated

snack brands and the company is endeavoring to improve the financial contribution of N
this business by focusing on value-added products like Boulder Canyon® Tortilla Chips “
and improving the pricing on alt our potato chip brands. Again, this will likely result in

short-term revenue pressure, although it should also improve the financial health of the

brands and the Company. We believe opportunities exist in this segment as consumers

look for unique snacking experiences with higher quality products.

Our acquisition strategy includes identifying new opportunities that either provide
| significant long-term growth or immediate accretive earnings from a stable revenue b
\ base. Our primary emphasis is identifying companies that are small ($5-20 million) and |

? growing and can be easily absorbed into our existing management structure to continue \1
‘ their growth. We may need to pay a premium for such opportunities. Wabash Foods ; \\ i
| and Boulder Potato Company® are good examples of brands we have acquired and ‘
1 grown dramatically. The growth of these brands have allowed us to continue to invest
in our infrastructure, which is now primarily in place. We believe a significant acquisition
can be highly accretive as a result of leveraging our existing management structure,
systems and processes.

We are also seeking larger $20-50 million acquisitions that provide sustainable critical
mass and cash flow for our business. We will pursue these types of acquisitions only if
g they possess a long, stable history and their valuation provides for accretive earnings.
S This type of acquisition can be beneficial to the Company because with one national
brand we lack the breadth of product offerings and shipping efficiencies many custom-
ers seek in a consumer product company. As mentioned above, we are considering
acquisitions that would take us into higher margin consumer product categories
as well,

We will also continue to work on new brands. As discussed above, we
. intend to be more deliberative here and conduct more market research
4 tests and small scale test markets before introducing new concepts in order
0 improve our success rate.  Industry statistics suggest that only one in ten
‘new brands succeeds. We intend to build processes to help reduce the risks
2 inherent in this environment. Introducing and building successful brands like T.G.1.
Fnday s® requires talent, research, investment and good timing, and significant risks
will remain in implementing this strategy.

Key #4: COMMITMENT TO PROCESS IMPROVEMENTS

Growth companies have growing pains. The processes that allowed us to grow from
$10 million to $75 million are not necessarily the same processes that will generate
growth from $75 million up to $200 million. Greater complexity and Sarbanes-Oxley
regulations have required us to invest in infrastructure and processes far in advance of
our past capabilities and we will spend the first half of 2006 refining our system of
business to build an internal foundation more capable of managing future growth.

Sl
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Particular emphasis will be placed on our trade promotion process, our selling process
and our new product and innovation process. These are the primary risk areas for a
consumer product company and we intend to continue our efforts to strengthen these
processes.

We also intend to improve our organizational development process. It has been said
that the world is full of great ideas and short of great entrepreneurs. For our Company
to continue to succeed we must build upon an entrepreneurial culture that can effec-
tively manage growth. We had a great culture in our first wave of growth and to
activate the next wave it is time for the organization to evolve. We are painfully aware
we cannot rest upon past results.

Playing to Win

We are entering a new era for the Company. We led a strong five year wave of rapid
growth, but profits have stalled with trade spending growth starting to outpace
revenues. However, we are confident the Company can implement the new strategies
necessary to overcome these and other challenges. We have a great long-term track
record of results and the strongest balance sheet in the Company’s history.

We believe the groundwork has been laid to build a $200 million Company that is highly
profitable and rewarding to shareholders. We are a micro-cap growth Company and
recognize that with that label comes a risk/reward ratio. We mirror that profile in our
activities as an aggressive entrepreneurial group that has nearly a decade of learning
under our belt and an intense desire to win. We have been humbled by strategic
mistakes. While we recognize our need to improve our top level decision processes, we
take great pride in our associates’ winning spirit. They have implemented every launch
and grown our existing brands with excellence. Our job is to provide a superior team
with new brands and products that deliver winning consumer takeaway. We continue
our commitment to bring innovative new products to the market, get smarter with each
success and failure, and invent new avenues for profitable growth.

Thanks in large part to our competitive spirit, | have great confidence in our future. |
want to take this opportunity to thank our associates for their dedication and commit-
ment to returning to a winning culture, for ensuring the quality of our products and
serving our consumers and customers with such intense passion. It is an honor to work
with you.

| would also like to thank you, our shareholders, for your faith in our journey. Building a
successful company in the consumer products industry is an adventure and our results
have proven that, but | want to assure you all—we are playing to win. Thank you.

Remember: Eat more chips!!

Ev‘ic,J , Km&_

Eric J. Kufe!
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, including all documents incorporated by reference, includes “forward-looking”
statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), Section 21E of
the Securities Exchange Act of 1934, as amended, and the Private Securities Litigation Reform Act of 1995, and Poore
Brothers, Inc. (the “Company”) desires to take advantage of the “safe harbor” provisions thereof. Therefore, the Company is
including this statement for the express purpose of availing itself of the protections of the safe harbor with respect to all of such
forward-looking statements. In this Annual Report on Form 10-K, the words “anticipates,” “believes,” “expects,” “intends,”
“estimates,” “projects,” “will likely result,” “will continue,” “future” and similar terms and expressions identify forward-
looking statements. The forward-looking statements in this Annual Report on Form 10-K reflect the Company’s current views
with respect to future events and financial performance. These forward-looking statements are subject to certain risks and
uncertainties, including specifically the possibility that the Company will need additional financing due to future operating
losses or in order to implement the Company’s business strategy, the possible diversion of management resources from the
day-to-day operations of the Company as a result of strategic acquisitions, potential difficulties resulting from the integration of
acquired businesses with the Company’s business, other acquisition-related risks, lack of consumer acceptance of existing and
future products, dependence upon key license agreements, dependence upon major customers, significant competition, risks
related to the food products industry, volatility of the market price of the Company’s common stock, par value $.01 per share
{the “Common Stock™), the possible de-listing of the Common Stock from the Nasdaq SmallCap Market if the Company fails
to satisfy the applicable listing criteria (including a minimum share price) in the future and those other risks and uncertainties
discussed herein, that could cause actual results to differ materially from historical results or those anticipated. In light of these
risks and uncertainties, there can be no assurance that the forward-looking information contained in this Annual Report on
Form 10-K will in fact transpire or prove to be accurate. Readers are cautioned to consider the specific risk factors described
herein and in “Risk Factors,” and not to place undue reliance on the forward-looking statements contained herein, which speak
only as of the date hereof. The Company undertakes no obligation to publicly revise these forward-looking statements to reflect
events or circumstances that may arise after the date hereof. All subsequent written or oral forward-looking statements
attributable to the Company or persons acting on its behalf are expressly qualified in their entirety by this section.




Item 1. Business
Description of Business

Poore Brothers, Inc. (the “Company”) is engaged in the development, production, marketing and distribution of
innovative consumer products that are sold primarily through grocery retailers, mass merchandisers, club stores, convenience
stores and vend distributors across the United States. The Company currently manufactures and sells nationally T.G.I.
Friday’s® brand salted snacks under license from TGI Friday’s Inc. and sells nationally Cinnabon® brand snacks under license
from Cinnabon, Inc. The Company also currently (i) manufactures and sells regionally its own brands of salted snack food
products, including Poore Brothers®, Bob’s Texas Style®, and Boulder Canyon Natural Foods™ brand batch-fried potato
chips and Tato Skins® brand potato snacks, (ii) manufactures private label potato chips for grocery retail chains in the
southwest, and (11i) distributes in Arizona snack food products that are manufactured by others. The Company sells its T.G.1.
Friday’s® brand salted snack products to mass merchandisers, grocery, club and drug stores directly and to primarily
convenience stores and vend operators through independent distributors. The Company’s other brands are also sold through
independent distributors. For the fiscal years 2005, 2004 and 2003, net revenues totaled $75,332,541, $68,734,763 and
$66,417,836, respectively, and T.G.I. Friday’s® brand salted snacks represented 65%, 72% and 61%, respectively, of the
Company’s total net revenues. See Note 11 “Business Segments and Significant Customers” to the financial statements
included in Item 8.

Percent of Total Net Revenues

2005 2004 2003

Branded products. ..o 93% 94% 91%

Private label products....................ocoeeel, 3% 3% 3%
Total manufactured products segment

LEVEIUES . ...t int it ettt et aeeteetenteenaneeins 96% 97% 94%

Distributed products segment revenues.......... 4% 3% 6%

Total revenues...........ooevieiiiiiiiiineeinnn 100% 100% 100%

The Company produces T.G.I. Friday’s® brand salted snacks and Tato Skins® brand potato snacks utilizing a
sheeting and frying process that includes patented technology. T.G.I. Friday’s® brand salted snacks and Tato Skins® brand
potato snacks are offered in several different flavors and formulations. All of these products are manufactured at the
Company’s leased facility in Bluffton, Indiana, except for Mozzarella Snack Sticks, Onion Rings and Hot Pepper Jack Cheese
Fries products which are produced by contract manufacturers on behalf of the Company and sold under the T.G.I. Friday’s®
brand name. Cinnabon® brand snacks are also produced by contract manufacturers on behalf of the Company and sold under
the Cinnabon® brand name. The Cinnabon® brand has not met consumer demand expectations in many channels during its
2005 introduction and the Company is evaluating future prospects for the brand.

Poore Brothers®, Bob’s Texas Style® and Boulder Canyon Natural Foods™ brand potato chips are manufactured
with a batch-frying process that the Company believes produces potato chips with enhanced crispness and flavor. Poore
Brothers®, Bob’s Texas Style® and Boulder Canyon Natural Foods™ potato chips are each offered in a variety of flavors.
The Company also manufactures potato chips for sale on a private label basis using a continuous frying process. The
Company’s potato chips are manufactured at a Company-owned facility in Goodyear, Arizona. See “Products” and
“Marketing and Distribution”

The Company’s business objective is to build a diverse portfolio of national niche food brands that provide high
quality products at competitive prices that are superior in taste, texture, flavor variety and brand personality to comparable
products. A significant element of the Company’s growth strategy is to develop, acquire or license innovative consumer
brands. We may broaden our focus for new opportunities beyond snack foods, and perhaps even beyond food brands. The
Company also plans to increase sales of its existing brands and continue to improve profit margins through increased operating
efficiencies and manufacturing capacity utilization. See “Business Strategy.”

The Company’s executive offices are located at 3500 South La Cometa Drive, Goodyear, Arizona 85338, and its
telephone number is (623) 932-6200.




Company History

The Company, a Delaware corporation, was formed in 1995 as a holding company to acquire a potato chip
manufacturing and distribution business which had been founded by Donald and James Poore in 1986.

In December 1996, the Company completed an initial public offering of its Common Stock. In November 1998, the
Company acquired the business and certain assets (including the Bob’s Texas Style® potato chip brand) of Tejas Snacks, L.P.
(“Tejas”), a Texas-based potato chip manufacturer. In October 1999, the Company acquired Wabash Foods, LLC (“Wabash”)
including the Tato Skins®, O’Boisies®, and Pizzarias® trademarks and the Bluffton, Indiana manufacturing operation and
assumed all of Wabash Foods’ liabilities. In June 2000, the Company acquired Boulder Natural Foods, Inc. (*Boulder”) and
the Boulder Canyon Natural Foods™ brand of totally natural potato chips. As part of the Boulder acquisition, the Company
was required to issue additional unregistered shares of Common Stock to the seller on each of the first three anniversaries of
the closing of the acquisition. The issuance of such shares was dependent upon increases in sales of Boulder product as
compared to previous periods. In 2003, 2002 and 2001, the Company was required to issue 93,728 shares valued at $420,566,
88,864 shares valued at $210,786 and 57,898 shares valued at $185,274, respectively. With each issuance of shares the
Company increased the goodwill recorded from this acquisition.

In October 2000, the Company launched its T.G.1. Friday’s® brand salted snacks pursuant to a license agreement with
TGI Friday’s Inc., which expires in 2014.

In June 2003, the Company launched its Crunch Toons® brand potato snacks, initially featuring characters pursuant to
a multi-year license agreement with Warner Bros. Consumer Products. The Company decided to discontinue the brand in June
2004 and ceased using its license agreements with Warner Bros. Consumer Products. See “Note 7. Brand Discontinuance.”

In April 2005, the Company launched its Cinnabon® brand pursuant to a multi-year license agreement with Cinnabon,
Inc, the initial term of which expires in 2011. A renewal term for an additional five years exists at the end of the initial term.

In September 2005, the Company signed a licensing agreement with Panda Restaurant Group, Inc. for the
development, manufacture and sale of snack food products under the Panda Express® brand name. The Company is currently
determining the viability of test marketing products under the Panda Express® brand name.

Business Strategy

The Company is engaged in the development, production, marketing and distribution of innovative snack food
products that are sold primarily through grocery retailers, mass merchandisers, club stores, convenience stores and vend
distributors across the United States. The Company currently manufactures and sells nationally T.G.I. Friday’s® brand snacks
under license from TGI Friday’s Inc. and sells nationally Cinnabon® brand snacks under license from Cinnabon, Inc.,
however, the Company is currently evaluating the Cinnabon® licensed products to determine their future prospects. The
Company also currently (i) manufactures and sells regionally its own brands of snack food products, including Poore
Brothers®, Bob’s Texas Style®, and Boulder Canyon Natural Foods™ brand batch-fried potato chips and Tato Skins® brand
potato snacks, (il) manufactures private label potato chips for grocery retail chains in the southwest, and (iii) distributes in
Arizona snack food products that are manufactured by others. The Company sells its T.G.1. Friday’s® brand snack products to
mass merchandisers, grocery, club and drug stores directly and to convenience stores and vend operators through independent
distributors. The Company’s other brands are also sold through independent distributors.

The Company has an aggressive strategic plan to achieve its long-term vision of being a significant marketer of
consumer brands. The Company’s business strategy is to continue building a diverse portfolio of national niche brands with
annualized revenues of $20 million to $50 million each through licensing, acquisition or development. This represents a
broadening of the Company’s strategy beyond snack foods and may include opportunities other than food brands. The goals of
our strategy are to (i) capitalize on national niche market opportunities, (ii) deliver incremental category growth for retailers,
(iii) provide product innovation targeted to a defined consumer segment, (iv) complement, rather than compete directly against,
large national competitors with leading national brands, and (v) build relationships with major retailers in all channels of
distribution by providing them higher margins, excellent customer service and constant innovation. The primary elements of
the Company’s long-term business strategy are as follows:

Develop, Acquire or License Innovative Consumer Brands. A significant element of the Company’s business
strategy is to develop, acquire or license new innovative consumer brands that provide strategic fit with our existing
business and possess strong national brand equity in order to expand, complement or diversify the Company’s existing
business. In October 2000 the Company initiated this element of its strategy by launching its first national niche
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brand, T.G.I. Friday’s® brand salted snacks, under an exclusive license from TGI Friday’s Inc. In June 2003 the
Company launched its second national niche brand, Crunch Toons®, featuring Looney Tunes™ characters, under a
multi-year agreement with Warner Bros. Consumer Products. This brand launch was unsuccessful and the brand was
discontinued in June 2004. The Company signed a license agreement in September 2004 to develop and sell
Cinnabon® brand salted snacks, shelf-stable cookies and breakfast/snack bars under an exclusive license from
Cinnabon, Inc., which commenced initial shipments in the second quarter of 2005. However, the Cinnabon® brand
has not met consumer demand expectations in many channels during its 2005 introduction and the Company is
evaluating future prospects for the brand. The Company plans to continue developing, acquiring or licensing
additional national niche brands, though it intends to mitigate the financial impact of launching new brands by
introducing new licensed products in small-scale test markets rather than large scale regional or national introductions.

Broaden Distribution of Existing Brands. The Company plans to increase distribution and build the market share
of its existing branded products through selected trade activity in various existing or new markets and channels. For
example, the Company plans to expand sales to Canadian customers that it commenced in 2004 and is exploring other
international market opportunities for its brands. Marketing efforts may include, among other things, trade advertising
and promotional programs with distributors and retailers, in-store advertisements, in-store displays and limited
consumer advertising, public relations and coupon programs.

Develop New Products for Existing Brands. In addition, the Company plans to continue its innovation activities
to identify and develop (i) new line extensions for its brands, such as new flavors or products, and (i) new food
segments in which to expand the brand’s presence. For example, in the second quarter of 2005 the Company
commenced initial shipments of a new line of tender meat snacks under the T.G.1. Friday’s® brand. Similar projects
would allow the Company to identify potential additional food segments besides salted snacks in which to develop
and launch new products.

Leverage Infrastructure and Capacitv. The Company’s Indiana and Arizona facilities are currently operating at
approximately 40% and 50% of their respective manufacturing capacities. The Company currently has arrangements
with several grocery chains for the manufacture and distribution by the Company of their respective private label
potato chips and believes that additional contract manufacturing opportunities exist. While they are extremely price
competitive and can be short in duration, the Company believes that they may provide a profitable opportunity for the
Company to improve the capacity utilization of its facilities. The Company intends to seek additional private label
and contract manufacturing customers located near its facilities who demand superior product quality at a reasonable
price.

The Company also utilizes contract manufacturers’ excess capacity to produce items that the Company does not
have the equipment or know-how to manufacture.

Improve Profit Margins. The Company plans to increase gross profit margins through increased long-term
revenue growth, improved operating efficiencies, and higher margin new products. It believes that additional
improvements to its manufactured preducts’ gross profit margins are possible with the achievement of the business
strategies discussed above. Depending on product mix, the Company believes that the existing manufacturing
facilities could produce, in the aggregate, up to $150 million in annual revenue volume and thereby further reduce
manufacturing product costs as a percentage of net revenue.

Products

Manufactured Snack Food Products. The Company produces T.G.I. Friday’s® brand Potato Skins salted snacks and
Tato Skins® brand potato crisps utilizing a sheeting and frying process. T.G.1. Friday’s® brand salted snacks and Tato Skins®
brand potato crisps are offered in several different flavors and formulations. All of these products are manufactured at the
Company’s leased facility in Bluffton, Indiana, except for Mozzarella Snack Sticks, Onion Rings and Hot Pepper Jack Cheese
Fries products which are produced by contract manufacturers on behalf of the Company and sold under the T.G.I. Friday’s®
brand name. The licensed Cinnabon® brand packaged cookies are produced by contract manufacturers and sold under the
Cinnabon® name.

Poore Brothers®, Bob’s Texas Style®, and Boulder Canyon Natural Foods™ brand potato chips are produced
utilizing a batch-frying process and are marketed by the Company as premium products based on their distinctive combination
of cooking method and variety of distinctive flavors. Poore Brothers®, Bob’s Texas Style® and Boulder Canyon Natural
Foods™ potato chips are each offered in a variety of flavors. The Company currently has agreements with several grocery




chains pursuant to which the Company produces their respective private label potato chips in the styles and flavors specified by
each grocery chain.

Distributed Snack Food Products. The Company purchases and resells throughout Arizona snack food products
manufactured by others. Such products include pretzels, popcorn, dips and meat snacks.

Manufacturing

The Company’s manufacturing facility in Bluffton, Indiana includes three fryer lines that can produce an aggregate of
up to approximately 9,000 pounds per hour of T.G.I. Friday’s® and Tato Skins® brand products. The Indiana facility is
currently operating at approximately 40% of capacity. Certain T.G.1. Friday’s® and Tato Skins® brand products are produced
utilizing a sheeting and frying process that includes some patented technology. Some T.G.l. Friday’s® brand salted snack
products are produced by contract manufacturers on behalf of the Company. See “Patents, Trademarks and Licenses.”

The Company believes that a key element of the success to date of the Poore Brothers®, Bob’s Texas Style® and
Boulder Canyon Natural Foods™ brand potato chips has been the Company’s use of certain cooking techniques and key
ingredients in the manufacturing process to produce potato chips with improved flavor. These techniques currently involve
two elements: the Company’s use of a batch-frying process, as opposed to the conventional continuous line cooking method,
and the Company’s use of distinctive seasonings to produce potato chips in a variety of flavors. The Company believes that
although the batch- frying process produces less volume, it is superior to conventional continuous line cooking methods
because it enhances crispness and flavor through greater control over temperature and other cooking conditions.

The Arizona facility has the capacity to produce up to approximately 3,500 pounds of potato chips per hour, including
1,400 pounds of batch-fried branded potato chips per hour and 2,100 pounds of continuous-fried private {abel potato chips per
hour. The Company owns additional batch-frying equipment which, if needed, could be installed without significant time or
cost, and which would result in increased capacity to produce the batch-fried potato chips, The Arizona facility is currently
operating at approximately 50% of capacity.

There can be no assurance that the Company will obtain sufficient business to recoup the Company’s investments in
its manufacturing facilities or to increase the utilization rates of such facilities. See “Item 2. Properties.”

Marketing and Distribution

The Company’s T.G.I. Friday’s® brand snack food products have achieved significant market presence across a
number of sales channels. The Company attributes the success of its products in these markets to consumer loyalty. The
Company believes this loyalty results from the products’ differentiated taste, texture and flavor variety which result from its
manufacturing processes. The Company has retained Acosta, Inc., a leading national sales and marketing agency with
employees and offices nationwide to represent T.G.]. Friday’s® brand salted snacks on behalf of the Company in the grocery
and convenience store channels. T.G.I. Friday’s® brand salted snacks are now sold in approximately 50% of U.S. grocery
stores and in over 88% of the top 100 convenience store chains. The Company’s own sales organization sells T.G.1. Friday’s®
brand salted snacks in the mass, club and drug channels. The Company also obtains significant sales on T.G.I. Friday’s®
brand salted snacks in the vending channel nationwide through an independent network of brokers and distributors. The
Company uses these same selling and distribution methods to sell its line of Cinnabon® branded products.

The Company’s potato chip brands are distributed to grocery and other retailers primarily by a select group of
independent distributors. Poore Brothers® brand potato chip products have achieved significant market presence in the
southwest United States. The Company’s Bob’s Texas Style® brand potato chip products have achieved significant market
presence in south/central Texas. The Company’s Boulder Canyon Natural Foods™ brand potato chip products have achieved
significant market presence in Colorado and in natural food stores nationwide. The Company selects brokers and distributors
for its branded products primarily on the basis of quality of service, call frequency on customers, financial capability and
relationships they have with supermarkets and vending distributors, including access to shelf space for snack food.

The Company’s distribution throughout Arizona includes approximately 50 independently operated service routes.
Each route is operated by an independent distributor who purchases from the Company and merchandises to major grocery
store chains in Arizona, such as Albertson’s, Basha’s, Fry’s and Safeway stores. In addition to servicing major supermarket
chains, the Company’s distributors service many independent grocery stores, club stores, and military facilities throughout
Arizona. In addition to Poore Brothers® brand products, the Company distributes throughout Arizona a wide variety of snack
food items manufactured by other companies, including pretzels, popcorn, dips, and meat snacks.
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The Company commenced selling internationally to Canadian customers during the fourth quarter of 2004 and is
seeking opportunities to selectively expand its growth in other countries.

Successful marketing of the Company’s products depends, in part, upon obtaining adequate shelf space for such
products, particularly in supermarkets and vending machines. Frequently, the Company incurs additional marketing costs in
order to obtain additional shelf space. Whether or not the Company will continue to incur such costs in the future will depend
upon a number of factors including, demand for the Company’s products, relative availability of shelf space and general
competitive conditions. The Company may incur significant shelf space, consumer marketing or other promotional costs as a
necessary condition of entering into competition or maintaining market share in particular markets or channels. Any such costs
may materially affect the Company’s financial performance,

The Company’s marketing programs are designed to increase product trial and build brand awareness in core markets.
Most of the Company’s marketing spending has traditionally been focused on trade advertising and trade promotions designed
to attract new consumers to the products at a reduced retail price, except in 2003, when the Company conducted national
television advertising and coupon programs in connection with the launch of the Crunch Toons® brand. The Company’s
marketing programs also include selective event sponsorship designed to increase brand awareness and to provide
opportunities to mass sample branded products. Sponsorship of the Arizona Diamondbacks typifies the Company’s efforts to
reach targeted consumers and provide them with a sample of the Company’s products to encourage new and repeat purchases.

Suppliers

The principal raw materials used by the Company are potatoes, potato flakes, wheat flour, corn and oil. The Company
believes that the raw materials it needs to produce its products are readily available from numerous suppliers on commercially
reasonable terms. Potatoes, potato flakes, wheat flour and corn are widely available year-round. The Company uses a variety
of oils in the production of its products and the Company believes that alternative sources for such oils, as well as alternative
oils, are readily abundant and available. The Company also uses seasonings and packaging materials in its manufacturing
process.

The Company chooses its suppliers based primarily on price, availability and quality. Although the Company
believes that its required products and ingredients are readily available, and that its business success is not dependent on any
single supplier, the failure of certain suppliers to meet the Company’s performance specifications, quality standards or delivery
schedules could have a material adverse effect on the Company’s operations. In particular, a sudden scarcity, a substantial
price increase, or an unavailability of product ingredients could materially adversely affect the Company’s operations. There
can be no assurance that alternative ingredients would be available when needed and on commercially attractive terms, if at all.

Customers

Two customers of the Company, Wal*Mart (including its SAM’s Clubs) and Vistar, formerly Vending Services of
America, a national vending distributor accounted for 19% and 11%, respectively, of the Company’s 2005 net revenues. The
remainder of the Company’s revenues was derived from sales to a limited number of additional customers, either grocery
chains, club stores or regional distributors, none of which individually accounted for more than 10% of the Company’s net
revenues in 2005. A decision by any of the Company’s major customers to cease or substantially reduce their purchases could
have a material adverse effect on the Company’s business.

The majority of the Company’s revenues are attributable to external customers in the United States; however, the
Company started selling product to Canadian customers in October, 2004. All of the Company’s assets are located in the
United States.

Market Overview and Competition

According to the Snack Food Association (“SFA”), the U.S. market for salted snack foods reached $24.3 billion at
retail in 2004 (the latest year for which data is available) with potato chips, tortilla chips and potato crisps, accounting for
nearly 45% of the market, and corn snacks, popcorn, pretzels, nuts, meat snacks and other products accounting for the balance.
Total salted snack sales, in dollar terms, increased in each of the last ten years, ranging from an increase of 8.5% (in 1997) to
0.3% (in 1995), with a 2004 increase of 3.5%. Potato chip, tortilla chips and potato crisps combined sales in 2004 were $10.8
billion, a 2.2% increase over 2003 sales of $10.6 billion.




According to the SFA, the U.S. market for bakery foods reached $35.0 billion at retail in 2004 (the latest year for
which data is available) with snack bars and cookies & crackers, accounting for approximately 40% of the market, and bread,
baked sweet goods, refrigerated & frozen baked goods and other products accounting for the balance.

The Company’s products compete generally against other snack foods, including potato chips, tortilla chips, cookies,
etc. The snack food industry is large and highly competitive and is dominated by large food companies, including Frito-Lay,
Inc., a subsidiary of PepsiCo, Inc., Nabisco, Keebler and Kraft. These Companies possess substantially greater financial,
production, marketing, distribution and other resources than the Company and brands that are more widely recognized than the
Company’s products. Numerous other companies that are actual or potential competitors of the Company, many with greater
financial and other resources (including more employees and more extensive facilities) than the Company, offer products
similar to those of the Company. In addition, many of such competitors offer a wider range of products than offered by the
Company. Local or regional markets often have significant smaller competitors, many of whom offer products similar to those
of the Company. Expansion of the Company’s operations into new markets has and will continue to encounter significant
competition from national, regional and local competitors that may be greater than that encountered by the Company in its
existing markets. In addition, such competitors may challenge the Company’s position in its existing markets. While the
Company believes that it has innovative products and methods of operation that will enable it to compete successfully, there
can be no assurance of its ability to do so.

The principal competitive factors affecting the market of the Company’s products include product quality and taste,
brand awareness among consumers, access to shelf space, price, advertising and promotion, variety of snacks offered,
nutritional content, product packaging and package design. The Company competes in the market principally on the basis of
product quality and taste. While products produced at the Company’s Bluffton, Indiana facility involve the use of certain
licensed technology and unique manufacturing processes, the taste and quality of products produced at the Company’s
Goodyear, Arizona facility are largely due to two elements of the Company’s manufacturing process: its use of batch-frying
and its use of distinctive seasonings to produce a variety of flavors. The Company does not have exclusive rights to the use of
either element; consequently, competitors may incorporate such elements into their own processes.

Government Regulation

The manufacture, labeling and distribution of the Company’s products are subject to the rules and regulations of
various federal, state and local health agencies, including the Food & Drug Administration (“FDA”). In May 1994, regulations
issued under the Nutrition Labeling and Education Act of 1990 (“NLEA”), which requires specified nutritional information to
be disclosed on all packaged foods, concerning labeling of food products, including permissible use of nutritional claims such
as “fat-free” and “low-fat,” became effective. The Company believes that it is complying in all material respects with the
NLEA regulations and closely monitors the fat content of its products through various testing and quality control procedures.
The Company does not believe that compliance with the NLEA regulations materially increases the Company’s manufacturing
costs.

As a direct result of the September 11, 2001 terrorism attack, the FDA issued the Bioterrorism Act of 2002 (“the Act”)
to protect the U.S. food supply. While there are four parts to the Act, only two of the provisions impact the Company. One
requirement for the Company was registration with the FDA as a U.S. Food Manufacturing Company, which the Company
completed prior to the required date of December 12, 2003. The second of the Act’s provisions pertaining to the Company
relates to record retention. The Company is required to retain records pertaining to its raw materials’ immediate previous
sources (“one back”) as well as its finished goods’ subsequent recipients (“one up”) for twelve months. The Act was effective
January 1, 2005, and the Company believes it is currently compliant with this provision.

On July 11, 2003, the FDA published its final rule on Trans Fat Labeling requiring that food labels declare trans fats
on or before January 1, 2006, This rule requires that trans fat be declared on a separate line in the standard Nutrition Facts
below total fat and saturated fat and be calculated to the nearest 0.5 grams, unless it is less than 0.5 grams in which case it may
be expressed as 0 grams.

There can be no assurance that new laws or regulations will not be passed that could require the Company to alter the
taste or composition of its products or impose other obligations on the Company. Such changes could affect sales of the
Company’s products and have a material adverse effect on the Company.

In addition to laws relating to food products, the Company’s operations are governed by laws relating to
environmental matters, workplace safety and worker health, principally the Occupational Safety and Health Act. The
Company believes that it presently complies in all material respects with such laws and regulations.
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Employees

As of December 31, 20035, the Company had 270 full-time employees, including 215 in manufacturing and distribution, 35
in sales and marketing and 20 in administration and finance. The Company’s employees are not represented by any collective
bargaining organization and the Company has never experienced a work stoppage. The Company believes that its relations
with its employees are good.

Patents, Trademarks and Licenses

The Company produces T.G.I. Friday’s® brand salted snacks and Tato Skins® brand potato crisps utilizing a sheeting
and frying process that includes patented technology that the Company licenses from Miles Willard Technologies, LLC, an
Idaho limited liability company (“Miles Willard”). Pursuant to the license agreement between the Company and Miles
Willard, the Company has an exclusive right to use the patented technology within North America until the patents expire on
December 26, 2006. In consideration for the use of these patents, the Company is required to make royalty payments to Miles
Willard on sales of products manufactured utilizing the patented technology until the expiration date. Once these patents
expire, the Company will no longer have exclusive rights to this technology and may face additional competition.

The Company licenses the T.G.I. Friday’s® brand salted snacks trademark from TGI Friday’s Inc. under a license
agreement with a term expiring in 2014. Pursuant to the license agreement, the Company is required to make royalty payments
on sales of T.G.1. Friday’s® brand salted snack products and is required to achieve certain minimum sales levels by certain
dates during the contract term.

The Company licenses the Cinnabon® brand for salted snacks, shelf-stable packaged cookies and breakfast/snack bars
from Cinnabon Inc. under a license agreement with terms and options extending through 2015. Pursuant to the license
agreement, the Company is required to make royalty payments on sales of Cinnabon® brand products and is required to
achieve certain minimum sales levels by certain dates during the contract term.

The Company continues to evaluate new licensing opportunities to broaden its product offering and to complement
the growth of its existing T.G.I. Friday’s® and Cinnabon® product lines through the introduction of new products in salted
snacks as well as other consumer product categories.

The Company owns the following trademarks in the United States: Poore Brothers®, An Intensely Different Taste®,
Texas Style®, Boulder Canyon®, Tato Skins®, O’Boisies®, Pizzarias®, Braids® and Knots®.

The Company considers its trademarks to be of significant importance in the Company’s business. The Company is
not aware of any circumstances that would have a material adverse effect on the Company’s ability to use its trademarks. Any
termination of the Company’s license agreements, whether at the expiration of its term or prior thereto, could have a material
adverse effect on the Company’s financial condition and results of operations.

Seasonality
The food products industry is seasonal. Consumers tend to purchase our products at higher levels during the major

summer holidays and also at times surrounding major sporting events throughout the year, Additionally, we may face seasonal
price increases for raw materials.
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Item 1A, Risk Factors

Any one of the following factors could affect operating resuits. You should read and carefully consider these risk
factors, and the entirety of this report, before you invest in our securities.

Risks Related to QOur Business

We may incur significant future expenses due to the implementation of our business strategy:.

The Company has an aggressive strategic plan to achieve its long-term vision of being a significant marketer of
consumer brands. Such action is subject to the substantial risks, expenses and difficulties frequently encountered in the
implementation of a new business strategy. Even if the Company is successful in developing, acquiring and/or licensing new
brands, and increasing distribution and sales volume of the Company’s existing products, it may require the Company to incur
substantial additional expenses, including advertising and promotional costs, “slotting™ expenses (i.e., the cost of obtaining
shelf space in certain grocery stores), and integration costs of any future acquisitions. Accordingly, the Company may incur
additional losses in the future as a result of the implementation of the Company’s business strategy, even if revenues increase
significantly. There can be no assurance that the Company will be able to implement its new strategic plan, that its business
strategy will prove successful or that it will be able to maintain profitability during such implementation.

We may not be able to obtain the additional financing we need to implement our business strategy.

A significant element of the Company’s business strategy is the development, acquisition and/or licensing of
innovative food brands, for the purpose of expanding, complementing and/or diversifying the Company’s business. In
connection with each of the Company’s previous brand acquisitions, the Company borrowed funds or assumed additional
indebtedness in order to satisfy a substantial portion of the consideration required to be paid by the Company. The Company
may, in the future, require additional third party financing (debt or equity) as a result of any future operating losses, in
connection with the expansion of the Company’s business through non-acquisition means, in connection with any additional
acquisitions completed by the Company, or to provide working capital for general corporate purposes. There can be no
assurance that any such required financing will be available or, if available, be on terms attractive to the Company. Any third
party financing obtained by the Company may result in dilution of the equity interests of the Company’s shareholders.

We expect our future growth to be derived in significant part, from acquisitions, but our acquisition strategy may not
be successful or we may not be successful integrating acquisitions.

A significant element of the Company’s business strategy is the pursuit of selected strategic acquisition opportunities
for the purpose of expanding, complementing and/or diversifying the Company’s business. However, no assurance can be
given that the Company will be able to identify, finance and complete additional suitable acquisitions on acceptable terms, or
that future acquisitions, if completed, will be successful. Any future acquisitions could divert management’s attention from the
daily operations of the Company and otherwise require additional management, operational and financial resources. Moreover,
there can be no assurance that the Company will be able to successfully integrate acquired companies or their management
teams into the Company’s operating structure, retain management teams of acquired companies on a long-term basis, or
operate acquired companies profitably. Acquisitions may also involve a number of other risks, including adverse short-term
effects on the Company’s operating results, dependence on retaining key personnel and customers, and risks associated with
unanticipated liabilities or contingencies.

We are subject to ongoing financial covenants under our main_credit facility, and if we fail to meet those covenants or
otherwise default on our credit facility, our lender may accelerate our borrowings.

At December 31, 2005, the Company had outstanding indebtedness under a credit agreement with U.S. Bancorp (the
“U.S. Bancorp Credit Agreement”) in the aggregate principal amount of $0.5 million. The indebtedness under the U.S.
Bancorp Credit Agreement is secured by substantially all of the Company’s assets. The Company is required to comply with
certain financial covenants pursuant to the U.S. Bancorp Credit Agreement so long as borrowings from U.S. Bancorp remain
outstanding. Should the Company be in default under any of such covenants, U.S. Bancorp shall have the right, upon written
notice and after the expiration of any applicable period during which such default may be cured, to demand immediate payment
of all of the then unpaid principal and accrued but unpaid interest under the U.S. Bancorp Credit Agreement. At December 31,
2005, the Company was in compliance with all financial covenants under the U.S. Bancorp Credit Agreement (including a
minimum tangible net worth, a minimum fixed charge coverage ratio and a minimum current ratio). As the Company
implements its business strategy, there can be no assurance that the Company will remain in compliance with the financial
covenants in the future. Any acceleration of the borrowings under the U.S. Bancorp Credit Agreement prior to the applicable
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maturity dates could have a material adverse effect upon the Company. See “{tem 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Liquidity and Capital Resources.”

We may not be able to successfully implement our strategy to expand our business internationally.

The Company plans to expand sales to Canadian customers and is exploring other international market opportunities
for its brands. Such expansion may require significant management attention and financial resources and may not produce
desired levels of revenue. International business is subject to inherent risks, including longer accounts receivable collection
cycles, difficulties in managing operations across disparate geographical areas, difficulties enforcing agreements and
intellectual property rights, fluctuations in local economic, market and political conditions, compliance requirements with U.S.
and foreign export regulations, potential adverse tax consequences and currency exchange rate fluctuations.

We may incur material losses and costs as a result of product liability claims that may be brought against us or any
product recalls we have to make.

As a manufacturer and marketer of food products, the Company may be subjected to various product liability claims.
There can be no assurance that the product liability insurance maintained by the Company will be adequate to cover any loss or
exposure for product liability, or that such insurance will continue to be available on terms acceptable to the Company. Any
product liability claim not fully covered by insurance, as well as any adverse publicity from a product liability claim, could
have a material adverse effect on the financial condition or results of operations of the Company.

We are subject to numerous governmental regulations._and our failure to comply with those regulations could result
in fines or penalties being imposed on us.

The packaged food industry is subject to numerous federal, state and local governmental regulations, including those
relating to the preparation, labeling and marketing of food products. The Company is particularly affected by the Nutrition
Labeling and Education Act of 1990 (“NLEA”), which requires specified nutritional information to be disclosed on all
packaged foods.

Additionally, as a direct result of the September 11, 2001 terrorism attack, the FDA issued the Bioterrorism Act of
2002 (“the Act”) to protect the U.S. food supply. While there are four parts to the Act, only two of the provisions impact the
Company. One requirement for the Company was registration with the FDA as a U.S. Food Manufacturing Company, which
the Company completed prior to the required date of December 12, 2003. The second of the Act’s provisions pertaining to the
Company relates to record retention. The Company is required to retain records pertaining to its raw materials’ immediate
previous sources (“one back™) as well as its finished goods’ subsequent recipients (“one up”) for twelve months. The Act was
effective January 1, 2005.

On July 11, 2003, the FDA published its final rule on Trans Fat Labeling requiring that food labels declare trans fats
on or before January 1, 2006. This rule requires that trans fat be declared on a separate line in the standard Nutrition Facts
below total fat and saturated fat and be calculated to the nearest 0.5 grams, unless it is less than 0.5 grams in which case it may
be expressed as 0 grams.

We cannot assure you that we will not face fines or penalties if our efforts to comply with these regulations are
determined to be inadequate.

Newly adopred governmental regulations could increase our costs or liabilities or impact the sale of our products.

The food industry is highly regulated. We cannot assure you that new laws or regulations will not be passed that
could require the Company to alter the taste or composition of its products or impose other obligations on the Company. Such
changes could affect sales of the Company’s products and have a material adverse effect on the Company.

Unavailability of our necessary supplies, at reasonable prices, could materiglly adverselv affect our operations.

The Company’s manufacturing costs are subject to fluctuations in the prices of potatoes, potato flakes, wheat flour,
corn and oil, as well as other ingredients of the Company’s products. Potatoes, potato flakes, wheat flour and corn are widely
available year-round, and the Company uses a variety of oils in the production of its products. Nonetheless, the Company is
dependent on its suppliers to provide the Company with products and ingredients in adequate supply and on a timely basis.
The failure of certain suppliers to meet the Company’s performance specifications, quality standards or delivery schedules
could have a material adverse effect on the Company’s operations. In particular, a sudden scarcity, a substantial price increase,
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or an unavailability of product ingredients could materially adversely affect the Company’s operations. There can be no
assurance that alternative ingredients would be available when needed and on commercially attractive terms, if at all.

We do not own the patents for the technology we use to manufacture our T.G.I. Friday’s® and Tato Skins® brand
products.

The Company licenses patented technology from a third party in connection with the manufacture of its T.G.L
Friday’s® and Tato Skins® brand products and has an exclusive right to use such technology within North America until the
patents expire on December 26, 2006. Once these patents expire, we will no longer have exclusive rights to this technology
and may face additional competition that could adversely affect our revenues. Moreover, competitors of the Company, certain
of which may have significantly greater resources than the Company, may utilize different technology in the manufacture of
products that are similar to those currently manufactured, or that may in the future be manufactured, by the Company. The
entry of any such products into the marketplace could have a material adverse effect on sales of T.G.I. Friday’s® and Tato
Skins® brand products, as well as any such future products, by the Company.

The taste and quality of Poore Brothers®, Bob’s Texas Style® and Boulder Canyon Natural Foods™ brand potato
chips is largely due to two elements of the Company’s manufacturing process: its use of batch-frying and its use of distinctive
seasonings to produce a variety of flavors. The Company does not have exclusive rights to the use of either element;
consequently, competitors may incorporate such elements into their own processes.

The majority of revenues are derived from a limited number of snack food brands.

The Company derives a substantial portion of its revenue from a limited number of snack food brands. For the year
ended December 31, 2005, over 74% of the Company’s net revenues were attributable to the T.G.]. Friday’s® brand products
and the Poore Brothers® brand products. A decrease in the popularity of a particular snack food brand during any year could
have a material adverse effect on the Company’s business, financial condition and results of operations. There can be no
assurance that any of the Company’s snack food brands will retain their historical levels of popularity or increase in popularity.
Any impact to a licensed brand’s reputation could also lead to an impact on the Company’s other snack food products
associated with that brand. Decreased sales from any one of our key snack food brands without a corresponding increase in
sales from other existing or newly introduced products would have a material adverse effect on the Company’s financial
condition and results of operations.

We depend on_a license agreement for the right to sell our T.G.1. Friday 's® brand products and other products, and
we_may rely on similar license agreements in_the future.

The T.G.1. Friday’s® brand products are manufactured and sold by the Company pursuant to a license agreement by
and between the Company and TGI Friday’s Inc. which expires in 2014. Pursuant to the license agreement, the Company is
subject to various requirements and conditions (including, without limitation, minimum sales targets). The failure of the
Company to comply with certain of such requirements and conditions could result in the early termination of the license
agreement by TGI Friday’s Inc. Any termination of the license agreement, whether at the expiration of its term or prior
thereto, could have a material adverse effect on the Company’s financial condition and results of operations.

The Company may introduce one or more new product lines in the future that will be manufactured and sold pursuant
to additional license agreements by and between the Company and one or more third parties. Pursuant to any such license
agreements, the Company will likely be subject to various requirements and conditions (including minimum sales targets or
royalty payments). The failure of the Company to comply with certain of such requirements and conditions could result in the
early termination of such additional license agreements. Depending upon the success of any such new product lines, a
termination of the applicable license agreements, whether at the expiration of their respective terms or prior thereto, could have
a material adverse effect on the Company’s financial condition and results of operations.

The loss of one of our major customers could have a material adverse effect on our business.

Two customers of the Company, Wal*Mart (including its SAM’s Clubs), and Vistar, formerly Vending Services of
America, a national vending distributor accounted for 19% and 11%, respectively, of the Company’s 2005 net revenues, with
the remainder of the Company’s net revenues being derived from sales to a limited number of additional customers, either
grocery chains or regional distributors, none of which individually accounted for more than 10% of the Company’s revenues
for 2005. A decision by any major customer to cease or substantially reduce its purchases could have a material adverse effect
on the Company’s business.
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The loss of certain key employees could adversely affect our business.

The Company’s success is dependent in large part upon the abilities of its executive officers, including Eric Kufel,
President and Chief Executive Officer, Steve Sklar, Senior Vice President of Marketing and Thomas F. Tierney, Senior Vice
President of Sales. The Company’s refocused business strategy will challenge its executive officers, and the inability of such
officers to perform their duties or the inability of the Company to attract and retain other highly qualified personnel could have
a material adverse effect upon the Company’s business and prospects.

Risks Related to Our Industry

We may not be able to compete successfully in our highly competitive industry.

The market for snack foods, such as those sold by the Company, including potato chips, cookies and meat snacks, is
large and intensely competitive. Competitive factors in the snack food industry include product quality and taste, brand
awareness among consumers, access to supermarket shelf space, price, advertising and promotion, variety of snacks offered,
nutritional content, product packaging and package design. The Company competes in that market principally on the basis of
product taste and quality.

The snack food industry is dominated by large food companies, including Frito-Lay, Inc., Nabisco and others which
have substantially greater financial and other resources than the Company and sells brands that are more widely recognized
than are the Company’s products. Numerous other companies that are actual or potential competitors of the Company, many
with greater financial and other resources (including more employees and more extensive facilities) than the Company, offer
products similar to those of the Company. In addition, many of such competitors offer a wider range of products than that
offered by the Company. Local or regional markets often have significant smaller competitors, many of whom offer products
similar to those of the Company. With expansion of Company operations into new markets the Company has and will continue
to encounter significant competition from national, regional and local competitors that may be greater than that encountered by
the Company in its existing markets. In addition, such competitors may challenge the Company’s position in its existing
markets. There can be no assurance of the Company’s ability to compete successfully.

We may incur substantial costs in order to market our products.

Successful marketing of food products generally depends upon obtaining adequate retail shelf space for product
display, particularly in supermarkets. Frequently, food manufacturers and distributors, such as the Company, incur additional
costs in order to obtain additional shelf space. Whether or not the Company incurs such costs in a particular market is
dependent upon a number of factors, including demand for the Company’s products, relative availability of shelf space and
general competitive conditions. The Company may incur significant shelf space or other promotional costs as a necessary
condition of entering into competition or maintaining market share in particular markets or stores. If incurred, such costs may
materially affect the Company’s financial performance.

Qur business may be adversely affected by oversupply of food products at the wholesale and retail levels and seasonal

fluctuations.

Profitability in the food product industry is subject to oversupply of certain food products at the wholesale and retail
levels, which can result in our products going out of date before they are sold. The food products industry is also seasonal.
Consumers tend to purchase our products at higher levels during the major summer holidays and also at times surrounding the
major sporting events throughout the year.

We may not be able to respond successfully to shifting consumer tastes.

Consumer preferences for snack foods are continually changing and are extremely difficult to predict. The ability of
the Company to generate revenues in new markets will depend upon customer acceptance of the Company’s products. The
success of new products will be key to the success of the Company’s business plan and there can be no assurance that the
Company will succeed in the development of any new products or that any new products developed by the Company will
achieve market acceptance or generate meaningful revenue for the Company.

Diet trends may adversely affect our revenues.

Increased consumer concerns about nutrition and healthy diets and the risk that sales of our food product may decline
due to perceived health concerns, changes in consumer tastes or other reasons beyond the control of the Company may
adversely affect our revenues.
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Risks Related to Qur Securities

The market price of our Common Stock is volatile.

The market price of the Common Stock has experienced a high level of volatility since the completion of the
Company’s initial public offering in December 1996. Commencing with an offering price of $3.50 per share in the initial
public offering, the market price of the Common Stock experienced a substantial decline, reaching a low of $0.50 per share
(based on last reported sale price of the Common Stock on the Nasdaq SmallCap Market) on December 22, 1998. During
fiscal 2003, the market price of the Common Stock (based on last reported sale price of the Common Stock on the Nasdaq
SmallCap Market) ranged from a high of $6.77 per share to a low of $2.57 per share. The last reported sales price of the
Common Stock on the Nasdaq SmallCap Market on March 24, 2006 was $2.93 per share. There can be no assurance as to the
future market price of the Common Stock. See “Our Common Stock may not continue to trade at a market price sufficient to
prevent our de-listing from the NASDAQ SmallCap Market.”

Qur Common Stock may not continue to trade at a market price sufficient to prevent our de-listing from the NASDAQ
SmallCap Market.

In order for the Company’s Common Stock to continue to be listed on the Nasdaq SmallCap Market, the Company is
required to be in compliance with certain continued listing standards. One of such requirements is that the bid price of listed
securities be equal to or greater than $1.00. If, in the future, the Company’s Common Stock fails to be in compliance with the
minimum closing bid price requirement for at least thirty consecutive trading days or the Company fails to be in compliance
with any other Nasdaq continued listing requirements, then the Common Stock could be de-listed from the Nasdaq SmallCap
Market. Upon any such de-listing, trading, if any, in the Common Stock would thereafter be conducted in the over-the-counter
market on the so-called “pink sheets” or the “Electronic Bulletin Board™ of the National Association of Securities Dealers, Inc.
(“NASD”). As a consequence of any such de-listing, an investor could find it more difficult to dispose of, or to obtain accurate
guotations as to the price of, the Company’s Common Stock. See “The market price of our Common Stock is volatile.”

A significant amount of our Common Stock is controlled by individuals. and the_interests of such_individuals may
conflict with those of other shareholders.

As a result of the Wabash Foods acquisition, Capital Foods, LL.C (“Capital Foods”) (an affiliate of the former owner
of Wabash Foods) became the single largest shareholder of the Company, currently holding approximately 21% of the
outstanding shares of Common Stock based on Capital Foods’ Schedule 13G filing. Accordingly, Capital Foods is in a
position to exercise substantial influence on the business and affairs of the Company. In addition, Heartland Advisors, Inc.
(“Heartland”), Eagle Rock Capital Management, LI.C (“Eagle Rock”) and Gruber and McBaine Capital Management, LLC
(“Gruber”), which, based on their Schedule 13G filings, are currently the beneficial owners of approximately 10%, 9% and 7%,
respectively, of the outstanding shares of Common Stock. Capital Foods, Heartland, Eagle Rock and Gruber are hereinafter
referred to collectively as the “Significant Shareholders.” There can be no assurance that one or more of those Significant
Shareholder will not adopt or support a plan to undertake a material change in the management or business of the Company.

Apart from transfer restrictions arising under applicable provisions of the securities laws, there are no restrictions on
the ability of the Significant Shareholders to transfer any or all of their respective shares of Common Stock at any time. One or
more of such transfers could have the effect of transferring effective control of the Company, including to one or more parties
not currently known to the Company.

A significant amount of our Common Stock is_subject to _registration rights, and the registration and sale of such
shares could negatively affect the market price of our Common Stock and impair our ability to obtain financing.

Approximately 4.3 million shares of outstanding Common Stock issued by the Company are subject to “piggyback”™
registration rights granted by the Company, pursuant to which such shares of Common Stock may be registered under the
Securities Act and, as a result, become freely tradable in the future. The Company will be required to pay all expenses relating
to any such registration, other than underwriting discounts, selling commissions and stock transfer taxes applicable to the
shares, and any other fees and expenses incurred by the holder(s) of the shares (including, without limitation, legal fees and
expenses) in connection with the registration. All or a portion of such shares may, at the election of the holders thereof, be
included in a future registration statement of the Company and, upon the effectiveness thereof, may be sold in the public
markets.

No prediction can be made as to the effect, if any, that future sales of shares of Common Stock will have on the
market price of the Common Stock prevailing from time to time. Sales of substantial amounts of Common Stock, or the
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perception that these sales could occur, could adversely affect prevailing market prices for the Common Stock and could
impair the ability of the Company to raise additional capital through the sale of its equity securities or through debt financing.

Qur Certificate of Incorporation authorizes us to issue preferred stock,_and the rights of holders of Common Stock
may be adversely affected by the rights of holders of any such preferred stock.

The Company’s Certificate of Incorporation authorizes the issuance of up to 50,000 shares of “blank check” preferred
stock with such designations, rights and preferences as may be determined from time to time by the Board of Directors of the
Company. The Company may issue such shares of preferred stock in the future without shareholder approval. The rights of
the holders of Common Stock will be subject to, and may be adversely affected by, the rights of the holders of any preferred
stock that may be issued in the future. The issuance of preferred stock, while providing desirable flexibility in connection with
possible acquisitions and other corporate purposes, could have the effect of discouraging, delaying or preventing a change of
control of the Company, and preventing holders of Common Stock from realizing a premium on their shares. In addition,
under Section 203 of the Delaware General Corporation Law (the “DGCL”), the Company is prohibited from engaging in any
business combination (as defined in the DGCL) with any interested shareholder (as defined in the DGCL) unless certain
conditions are met. This statutory provision could also have an anti-takeover effect.

Item 2. Properties

The Company leases a 140,000 square foot facility located on 15 acres of land in Bluffton, Indiana, approximately 20
miles south of Ft. Wayne, Indiana. The Company has entered into a lease expiring in April 2018 with respect to the facility
and the lease has two five-year renewal options. The land and building are leased from American Pacific Financial
Corporation, an affiliate of Capital Foods LLC, a shareholder of the Company. See “Securities Ownership of Certain
Beneficial Owners and Management.” Current lease payments are approximately $23,000 per month. The lease payments are
subject to an annual CPI-based increase. The Company produces its T.G.1. Friday’s® brand snacks and Tato Skins® brand
potato snacks at the Bluffton, Indiana facility.

The Company also leases one-half of a 200,000 square foot facility in Bluffion, Indiana which is used as a distribution
center. The Company has entered into a lease expiring in November 2006 with respect to the facility and the lease has two
three-year renewal options. Current lease payments are approximately $31,500 per month.

The Company owns a 60,000 square foot facility located on 7.7 acres of land in Goodyear, Arizona, approximately 15
miles west of Phoenix, Arizona. The facility is financed by a mortgage with Morgan Guaranty Trust Company of New York
that matures in June 2012. The Company produces its Poore Brothers®, Bob’s Texas Style® and Boulder Canyon Natural
Foods™ brand potato chips, as well as its private label potato chips, at the Goodyear, Arizona facility.

The Company i1s responsible for all insurance costs, utilities and real estate taxes m connection with its facilities. The
Company believes that its facilities are adequately covered by insurance.

Item 3. Legal Proceedings

The Company is periodically a party to various lawsuits arising in the ordinary course of business. Management
believes, based on discussions with legal counsel, that the resolution of such lawsuits, individually and in the aggregate, will
not have a material adverse effect on the Company’s financial position or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

The Company’s Common Stock is traded on the Nasdaq SmallCap Market tier of the Nasdaq Stock Market under the
symbol “SNAK”. There were approximately 264 shareholders of record on March 24, 2006. The Company believes the
number of beneficial owners is substantially greater than the number of record holders because a large portion of the Common
Stock is held of record in broker “street names.”

The Company has never declared or paid any dividends on the shares of Common Stock. Management intends to
retain any future earnings for the operation and expansion of the Company’s business and does not anticipate paying any
dividends at any time in the foreseeable future. Additionally, certain debt agreements of the Company limit the Company’s
ability to declare and pay dividends.

The following table sets forth the range of high and low sale prices of the Company’s Common Stock as reported on
the Nasdag SmallCap Market for each quarter of the fiscal years ended December 31, 2005 and December 25, 2004.

Sales Prices

Period of Quotation High Low

Fiscal 2004:

First Quarter $4.05 $2.83

Second Quarter $3.45 $2.38

Third Quarter $2.89 $2.07

Fourth Quarter $3.34 $2.53
Fiscal 2005:

First Quarter $3.49 $2.81

Second Quarter $4.08 $2.91

Third Quarter $6.77 $4.25

Fourth Quarter $5.17 $2.57
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Item 6. Selected Financial Data

FIVE YEAR FINANCIAL SUMMARY
(In millions except share and per share data)

2005 2004 2003 2002 2001
Statements of Earnings Data
Net revenues............. $ 75.3 $ 68.7 $ 66.4 $ 593 $ 539
Gross profit............ 14.1 143 133 113 10.9
Operating income. .. .. 0.5 37 0.0 2.7 2.1
Net income............ 0.3 2.1 1.1 26 1.0
Net income per share
—diluted................ $ 0.01 $ 0.11 3 0.06 $ 0.15 $ 0.06
Weighted average
common shares........ 19,946,941 18,947,533 18,476,486 17,826,953 17,198,648
Balance Sheet Data
Net working capital... $ 13.9 $ 11.7 $ 7.9 ¥ 20 $ 2.0
Total assets............ 41.8 40.1 36.6 31.8 31.7
Long-term debt....... 1.7 1.7 3.1 4.1 8.7
Shareholders’ equity.. 30.2 28.8 251 20.7 16.8

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A™) should be read
in conjunction with the other sections of this Annual Report on Form 10-K, including “Item 1: Business;” “Item 6: Selected
Financial Data;” and “Item 8: Financial Statements and Supplementary Data.” The various sections of this MD&A contain a
number of forward-looking statements, all of which are based on our current expectations and could be affected by the
uncertainties and risk factors described throughout this filing and particularly in “Item 1A. Risk Factors.” Accordingly, the
Company’s actual future results may differ materially from historical results or those currently anticipated.

Overview

Poore Brothers, Inc. (the “Company”) is engaged in the development, production, marketing and distribution of
innovative snack food products that are sold primarily through grocery retailers, mass merchandisers, club stores, convenience
stores and vend distributors across the United States. The Company currently manufactures and sells nationally T.G.L.
Friday’s® brand salted snacks under license from TGI Friday’s Inc. The Company also currently (i) manufactures and sells
regionally its own brands of salted snack food products, including Poore Brothers®, Bob’s Texas Style®, and Boulder Canyon
Natural Foods™ brand batch-fried potato chips and Tato Skins® brand potato snacks, (ii) manufactures private label potato
chips for grocery retail chains in the southwest, and (iii) distributes in Arizona snack food products that are manufactured by
others. The licensed Cinnabon® brand packaged cookies are produced by contract manufacturers and sold under the
Cinnabon® name.
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The Company’s net revenue grew 10% in fiscal 2005. T.G.I. Friday’s®, which comprised 65% of total net revenues,
was relatively flat. Our batch-fried chips performed well in the year, up 13% as an aggregate, especially the Bowlder Canyon™
brand which grew 45% in net revenues in 2005. Tato Skins® brand declined slightly, mostly because of the cannibalization by
the T.G.I. Friday’s® brand. Our overall growth rate was 10%. The table below highlights the changes between years:

Net Revenues Comparison
(3 in millions)

2005 2004 % Change
T.G 1. Friday’s® $49.1 $49.1 (<1%)
Potato Chips and Other 262 193 36%
Subtotal 753 68.4 10%
Discontinued Products - 0.3 (100%)
Total $75.3 $68.7 10%

The market for snack foods, such as potato chips, tortilla chips, meat snacks and cookies, is large and intensely
competitive. The industry is dominated by several significant competitors and includes many other competitors with greater
financial and other resources than the Company. However, the Company’s growth has exceeded the industry average over the
last few years primarily due to its growth from T.G.1. Friday’s® branded products. This growth has been due to penetration
into new and existing accounts, primarily in vend, mass, grocery and convenience stores.

The Company has been profitable for seven straight years. This has been accomplished through sales growth,
operating efficiency gains and tight controls over spending. The Company generally has kept spending in line with revenue
growth, except with respect to our national advertising for Crunch Toons® in 2003 and the Cinnabon® brand launch in 2005,
excess product write-off in 2004 and 2003, significant management severance costs in 2005, and professional fees associated
with a financial restatement of the 2005 second quarter results,

In late 2004 the Company developed a more aggressive strategic plan to achieve a new vision of being a significant
marketer of [ntensely Different™ (our trademark) food brands. Our plans include continuing to identify new licensing
opportunities, such as Cinnabon®, to broaden our product offering and to complement the growth of our existing T.G.IL.
Friday’s® products through the introduction of new products in snacks as well as other food categories. The Company
commenced selling internationally to Canadian customers during the fourth quarter of fiscal 2004 and it will continue to seek
opportunities to selectively expand its growth in other countries. In addition, we have activated an acquisition strategy to help
us accelerate our growth in order to leverage our existing competencies or gain new ones.,

In connection with the implementation of the Company’s business strategy, the Company is likely to require future
debt or equity financings (particularly in connection with future strategic acquisitions). Expenditures stemming from

acquisition-related integration costs, trade and consumer marketing programs and new product development may adversely
affect operating expenses and consequently may adversely affect operating and net income.

Key Trends

Retailer Consolidation

The retail food environment continues to be influenced by consolidation as fewer large retailers, including Kroger,
Safeway and Wal*Mart, are gaining a larger share of the grocery retail environment. These retailers are also consolidating
their regional buying operations into singular national operations to improve efficiency. This action creates opportunities for
the Company because brands like T.G.1. Friday’s® salted snacks are niche brands that can be sold effectively on a national
basis.

Consumer Trends

The snack industry has been heavily influenced in the past five years by a proliferation of new flavors and health
focused snacks, with a rapid increase in the number of low-fat, low-carb and all-natural and organic products. Mainstream
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retailers such as Safeway have now created standalone natural and organic sections in their stores. The Company believes this
trend for healthier snacks will continue.

Raw Material and Freight Price Increases and Subsequent Retail Price Increases

The industry has experienced higher costs as a result of the increase in the price of oil. Both inbound transportation of
raw materials and outbound transportation of finished goods have experienced higher costs as a result of freight surcharges.
Nearly all raw materials have experienced higher pricing both as a result of higher freight costs and certain products have oil
based raw materials. As a result of these raw material price increases, many companies, including us, are contemplating price
increases during 2006.

Results of Operations
The following discussion summarizes the significant factors affecting the consolidated operating results, financial
condition, liquidity and capital resources of the Company. This discussion should be read in conjunction with Item 8:

“Financial Statements and Supplementary Data” and the “Cautionary Statement on Forward-Looking Statements” on page 4.

Year ended December 31, 2005 compared to the yvear ended December 25, 2004

(dollars in millions) 2005 2004 Difference

3 % of Rev $ % of Rev 3 %
Net revenues.....ocoooviniiinininnn. $ 753 100.0% § 68.7 100.0% $ 6.6 9.6%
Costofrevenues.................oo.ovees 614 81.6 52.7 76.7 8.7 16.5

(Gain on sale)/write-down of
equipment and brand

discontinuance........................... (0.2) (0.3) 1.7 2.5 (1.9) 111.3
Gross profit.........cocoeviveininnnn. 14.1 18.7 14.3 20.8 (0.2) (1.2)

Selling, general and administrative

EXPEISES.. . e ieereriiaineieaeenians 13.6 18.1 10.6 15.4 3.1 29.2
Operating income..................... 0.5 0.7 3.7 5.4 (3.3) (87.8)

Interest income (expense), net......... -- 0.1 (0.2) (0.3) 0.2 129.9
Income before income taxes........ 0.5 0.7 35 5.1 (3.0) (85.8)

Income tax benefit (provision)......... (0.2) (0.3) (1.4) (2.0) 1.2 84.3
Netincome..............ocevennenn.n. § 03 0.4% $ 21 3.1% $(1.9) (86.9)%

For the fiscal year ended December 31, 2005, net revenues increased 9.6% to $75.3 million, compared with net
revenues of $68.7 million for the previous fiscal year. T.G.I. Friday’s® brand snacks net revenues remained relatively flat as
compared to fiscal 2004, accounting for 65% of the Company’s total net revenues for fiscal 2005. The Company’s batch-fried
chips performed well in the year, up 13% as an aggregate, especially the Boulder Canyon Natural Foods™ brand which grew
45% in net revenues in 2005 and the Tato Skin® brand declined slightly in fiscal 2005. The Company’s distributed products
segment revenues increased $1.2 million compared to fiscal 2004.

Gross profit for 2005 was relatively flat at $14.1 million (or 18.7% of net revenues) compared with gross profit of
$14.3 million (or 20.8% of net revenues) in 2004. Cost of revenues increased from 76.7% of net revenues last year to 81.6%
this year. This increase was due primarily to greater than expected trade and promotional allowances, which are deducted from
gross revenue, and increased freight expense due to higher fuel costs. Included in cost of revenues were charges associated
with slow-moving new product, mainly attributable to the Cinnabon® branded product, in the third and fourth quarters,
amounting to $1.2 million for 2005.

Selling, general and administrative expenses increased to $13.6 million in fiscal 2005, up from $10.6 million in 2004,
or 18.1% versus 15.4% of net revenues. The increase was primarily due to severance fees, professional service fees and costs
incurred to investigate an acquisition opportunity that did not materialize.

The Company’s effective income tax rate was 44.1% in 2005 and 39.7% in 2004. This increase was the result of the

impact of permanent differences between financial reporting and taxable income, primarily non-deductible travel and meals
expenses related to the above mentioned acquisition activity.
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Net income for 2005 decreased 86.9% to $0.3 million, or $0.01 per basic and diluted share, compared with net income
of $2.1 million, or $0.11 per basic and diluted share, in 2004.

Year ended December 25, 2004 compared to the vear ended December 27, 2003

2004 2003 Difference
$ % of Rev 5 % of Rev 5 %
NEt 1eVENUES. ..ttt iniirieineaneenis $ 68.7 100.0% $66.4 100.0% $ 23 3.5%
Costofrevenues..............o..o.ue. 52.7 76.7 52.1 78.4 0.6 1.3
Write-down of equipment and
brand discontinuance.................. 1.7 2.5 1.0 1.5 0.7 67.3
Gross profit...........cocoeviiii 143 20.8 133 20.1 1.0 7.1
Selling, general and administrative
EXPEIISES .. tvritit et aaaanenns 10.6 15.4 133 20.0 (2.8) (20.6)
Operating income................... 3.7 5.4 -- 0.0 3.7 3,700.0
Insurance claim settlement income,
1151 OO VST URUTP SRR - 0.0 1.9 29 (1.9) (100.0)
Interest income (expense), net....... 0.2) (0.3) (0.2) (0.4) -- 0.0
Income before income taxes....... 35 5.1 1.7 2.6 1.8 109.1
Income tax benefit (provision)....... (1.4) (2.0) (0.6) (1.0) 0.8 119.2
Netincome........ovevvvvieiinnnnne $ 2.1 3.1% $ 1.1 1.6% $ 1.0 102.9%

For the fiscal year ended December 25, 2004, net revenues increased 3% to $68.7 million, compared with net
revenues of $66.4 million for the previous fiscal year. T.G.I. Friday’s® brand snacks net revenues increased 21% over fiscal
2003, accounting for 72% of the Company’s total net revenues for fiscal 2004. The Company’s batch-fried kettle chip brands
were flat in comparison to fiscal 2003 and the Tato Skin® brand declined in fiscal 2004. The Company’s discontinued Crunch
Toons® brand snacks declined $3.1 million in net revenues versus last year and distributed products segment revenues
declined $2.0 million due to the discontinuance of a product line.

Gross profit for 2004 increased to $14.3 million, or 21% of net revenues, compared to $13.3 million, or 20% of net
revenues, in 2003. Cost of revenues decreased from 78.4% of net revenues last year to 76.7% this year. The improvement was
due to efficiency gains in manufacturing and supply chain partially offset by an increase in freight costs. Due to some idled
packaging equipment, there were $0.3 million and $1.0 million of equipment write-downs in 2004 and 2003, respectively.
Also included in 2004 cost of revenues was $1.4 million of Crunch Toons® brand discontinuance costs.

Selling, general and administrative expenses decreased to $10.6 million in fiscal 2004, down from $13.3 million in
2003, or 15% versus 20% of net revenues. The decrease was primarily due to $3.5 million of consumer marketing costs
associated with the Crunch Toons® brand launch in 2003,

In fiscal 2003, other income and expense included $1.9 million of pre-tax income from an insurance claim settlement.

The provision for income taxes increased to 39.7% of income before income taxes in fiscal 2004 from 37.9% in fiscal
2003 primarily due to an increase in state taxes.

Net income for 2004 increased 103% to $2.1 million, or $0.11 per basic and diluted share, compared with net income
of $1.1 million, or $0.06 per basic and diluted share, in the prior year period.

Liquidity and Capital Resources

Net working capital was $13.9 million (a current ratio of 2.8:1) and $11.7 million (a current ratio of 2.6:1) at
December 31, 2005 and December 25, 2004, respectively. For the fiscal year ended December 31, 2005, the Company
generated cash flow of $0.5 million from operating activities, invested $0.6 million in new equipment, made $1.0 million in
payments on long-term debt and received $0.8 million in proceeds from the issuance of Common Stock pursuant to the
exercise of stock options. For the fiscal year ended December 25, 2004, the Company generated cash flow of $6.5 million
from operating activities, invested $0.5 million in new equipment, made $1.0 million in payments on long-term debt and
received $1.3 million in proceeds from issuance of Common Stock primarily pursuant to the exercise of stock options. For the
fiscal year ended December 27, 2003, the Company generated cash flow of $2.0 million from operating activities, invested
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$1.1 million in new equipment, made $1.1 million in payments on long-term debt and received $2.0 million in proceeds from
issuance of Common Stock primarily pursuant to the exercise of stock options.

On August 19, 2005, the Company refinanced its U.S. Bancorp Credit Agreement into a new $5.0 million Line of
Credit and a $756,603 Term Loan (collectively, the “New Credit Agreement”) with the same bank. The original credit facility
consisted of: (i) a $5.0 million line of credit with a borrowing limit calculated based on specified percentages of eligible
receivables and inventories; (i) a $0.5 million capital expenditures line of credit; and (iii) a $5.8 million term loan with a
remaining balance of $756,603 at the time of the refinancing.

The Line of Credit bears interest at the prime rate less 0.5% (6.75% at December 31, 2005) and matures on June 30,
2007. Interest is due monthly, with the outstanding principal balance due in full at the maturity date. The Term Loan bears
interest at the prime rate (7.25% at December 31, 2005) and matures on July 1, 2006. Monthly principal payments of $68,782
plus interest are due under the Term Loan. At December 31, 2003, there was no outstanding balance on the Line of Credit and
$0.5 million outstanding on the Term Loan.

The New Credit Agreement is secured by substantially all assets of the Company. The Company’s obligations under
the New Credit Agreement are guaranteed by each of its subsidiaries. The agreement requires the Company to maintain
compliance with certain financial covenants, including a minimum tangible net worth, a minimum fixed charge coverage ratio
and a minimum current ratio. At December 31, 2005, the Company was in compliance with all covenants of the New Credit
Agreement. Management believes that the fulfillment of the Company’s plans and objectives will enable the Company to
attain a sufficient level of profitability to remain in compliance with these financial covenants. There can be no assurance,
however, that the Company will attain any such profitability and remain in compliance.

The Company’s Goodyear, Arizona manufacturing, distribution and headquarters facility is subject to a $1.7 million
mortgage loan from Morgan Guaranty Trust Company of New York, bears interest at 9.03% per annum and is secured by the
building and the land on which it is located. The loan matures on July 1, 2012; however monthly principal and interest
installments of $16,825 are determined based on a twenty-year amortization period.

During 2005, 2004 and 2003, the Company received $0.8 million, $1.3 million and $2.0 million of proceeds from the
issuance of Common Stock. These proceeds were primarily due to the exercise of stock options.

At December 31, 2005, the Company had a net operating loss carryforward available for federal income taxes of
approximately $2.4 million. The Company’s accumulated net operating loss carryforward will begin to expire in varying
amounts between 2010 and 2018.

Off-Balance Sheet Arrangements

Under SEC regulations, in certain circumstances, the Company is required to make certain disclosures regarding the
following off-balance sheet arrangements, if material:

® Any obligation under certain guarantee contracts;
Any retained or contingent interest in assets transferred to an unconsolidated entity or similar arrangement that serves
as credit, liquidity or market risk support to that entity for such assets;

®  Any obligation under certain derivative instruments; and
Any obligation arising out of a material variable interest held by us in an unconsolidated entity that provides
financing, liquidity, market risk or credit risk support to us, or engages in leasing, hedging or research and
development services with us.

The Company does not have any off-balance sheet arrangements that are required to be disclosed pursuant to these
regulations, other than those described in the Notes to Consolidated Financial Statements. The Company does not have, nor
does it engage in, transactions with any special purpose entities. The Company is not engaged in hedging activities and had no
forward exchange contracts or other derivatives outstanding at December 31, 2005. In the ordinary course of business, the
Company enters into operating lease commitments, purchase commitments and other contractual obligations. These
transactions are recognized in our financial statements in accordance with generally accepted accounting principles in the
United States, and are more fully discussed below.
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Contractual Obligations

The following table outlines the Company’s future contractual financial obligations as of December 31, 2005, due by
period:

Less than 1 More than 5

Total Year 1-3 Years 3 -5 Years Years
Long-term debt
(including interest)...... $ 3,328,000 $ 696,000 $ 404,000 $ 404,000 $ 2,324,000
Operating leases.......... 8,182,000 1,469,000 2,397,000 1,492,000 2,824,000
Outside Warehouse
Minimum Monthly
Usage Charges............ 3,564,000 1,188,000 2,376,000 -- -
Royalty payments (i)....... 375,000 178,000 197,000 -- -~
Severance Charges to
Executives.......ocoviereenenne 491,000 491,000 -- -- -~
Total contractual cash
obligations................. $ 16,440,000 $ 4,022,000 $ 5,374,000 $ 1,896,000 $ 5,148,000

For information regarding the Company’s long-term debt, please read “Liquidity and Capital Resources” above and Note 6
in Item 8.

The Company has entered into a variety of operating leases for equipment and facilities. For information regarding the
Company’s facility leases, please read “Item 2: Properties” and Note 8 in Item 8.

(1) Remaining minimum royalty payments due licensors pursuant to brand licensing agreements discussed in “Item 1:
Business” under the “Patents, Trademarks and Licenses” section.

The Company currently has no material marketing or capital expenditure commitments.

Management’s Plans

In connection with the implementation of the Company's business strategy, the Company may incur operating losses
in the future and may require future debt or equity financings (particularly in connection with future strategic acquisitions, new
brand introductions or capital expenditures). Expenditures relating to acquisition-related integration costs, market and territory
expansion and new product development and introduction may adversely affect promotional and operating expenses and
consequently may adversely affect operating and net income. These types of expenditures are expensed for accounting
purposes as incurred, while revenue generated from the result of such expansion or new products may benefit future periods.
Management believes that the Company will generate positive cash flow from operations during the next twelve months,
which, along with its existing working capital and borrowing facilities, will enable the Company to meet its operating cash
requirements for the next twelve months. The belief is based on current operating plans and certain assumptions, including
those relating to the Company's future revenue levels and expenditures, industry and general economic conditions and other
conditions. If any of these factors change, the Company may require future debt or equity financings to meet its business
requirements. There can be no assurance that any required financings will be available or, if available, will be on terms
attractive to the Company.

On February 14, 2006, the Company terminated its previously announced non-binding letter of intent to acquire

certain assets and liabilities of Shadewell Grove Foods, Inc., and Shadewell Grove IP, L1.C, including licenses to produce and
sell Mrs. Field’s® brand products.
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Inflation and Seasonality

While inflation has not had a significant effect on operations in the last year, management recognizes that inflationary
pressures may have an adverse effect on the Company as a result of higher asset replacement costs and related depreciation and
higher material and fuel costs. Additionally, the Company may be subject to seasonal price increases for raw materials. The
Company attempts to minimize the fluctuation in seasonal costs by entering into purchase commitments in advance, which
have the effect of smoothing out price volatility. The Company will attempt to minimize overall price inflation, if any, through
increased sales prices and productivity improvements.

Critical Accounting Policies and Estimates

In December 2001, the Securities and Exchange Commission issued an advisory requesting that all registrants
describe their three to five most “critical accounting policies”. The Securities and Exchange Commission indicated that a
“critical accounting policy” is one which is both important to the portrayal of the Company’s financial condition and results
and requires management’s most difficult, subjective or complex judgments, often as a result of the need to make estimates
about the effect of matters that are inherently uncertain. The Company believes that the following accounting policies fit this
definition:

Allowance for Doubtfil Accounts. The Company maintains an allowance for doubtful accounts for estimated losses
resulting from the inability of its customers to make required payments. If the financial condition of the Company’s
customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required. The allowance for doubtful accounts was $187,000 and $89,000 at December 31, 2005 and
December 25, 2004, respectively.

Inventories. The Company’s inventories are stated at the lower of cost (first-in, first-out) or market. The Company
identifies slow moving or obsolete inventories and estimates appropriate loss provisions related thereto. If actual
market conditions are less favorable than those projected by management, additional inventory write-downs may be
required.

Goodwill and Trademarks. Goodwill and trademarks are reviewed for impairment annually, or more frequently if
impairment indicators arise. Goodwill is required to be tested for impairment between the annual tests if an event
occurs or circumstances change that more-likely-than-not reduce the fair value of a reporting unit below its carrying
value. Intangible assets with indefinite lives are required to be tested for impairment between the annual tests if an
event occurs or circumstances change indicating that the asset might be impaired. The Company believes at this time
that the carrying values continue to be appropriate.

Advertising, Promotional Expenses and Trade Spending. The Company expenses production costs of advertising the
first time the advertising takes place, except for cooperative advertising costs which are expensed when the related
sales are recognized. Costs associated with obtaining shelf space (i.e. “slotting fees™) are expensed in the period in
which such costs are incurred by the Company. Anytime the Company offers consideration (cash or credit) as a trade
advertising or promotion allowance to a purchaser of products at any point along the distribution chain, the amount is
accrued and recorded as a reduction in revenue. Any marketing programs that deal directly with the consumer are
recorded in selling, general and administrative expenses.

Income Taxes. The Company has been profitable since 1999; however, it experienced significant net losses in prior
fiscal years resulting in a net operating loss (“NOL”) carryforward for federal income tax purposes of approximately
$2.4 million at December 31, 2005. Generally accepted accounting principles require that the Company record a
valuation allowance against the deferred tax asset associated with this NOL if it is “more likely than not” that the
Company will not be able to utilize it to offset future taxes.

The above listing is not intended to be a comprehensive list of all of the Company’s accounting policies. In many
cases the accounting treatment of a particular transaction is specifically dictated by generally accepted accounting principles,
with no need for management’s judgment in their application. See the Company’s audited financial statements and notes
thereto included in this Annual Report on Form 10-K which contain accounting policies and other disclosures required by
accounting principles generally accepted in the United States.
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New Accounting Pronouncements

On December 16, 2004, the FASB issued SFAS No. 123R, “Share-Based Payment,” requiring all share-based
payments to employees, including grants of employee stock options, to be recognized as compensation expense in the
consolidated financial statements based on their fair values. Pro forma disclosure is no longer an alternative. This standard is
effective for periods beginning after December 15, 2005 and includes two transition methods, the modified prospective and the
modified retrospective transition method. Under the modified prospective method, awards that are granted, modified or settled
after the date of adoption should be measured and accounted for in accordance with SFAS 123R. Unvested equity-classified
awards that were granted prior to the effective date should continue to be accounted for in accordance with SFAS 123 except
that amounts must be recognized in the income statement. Under the modified retrospective approach, the previously-reported
amounts are restated (either to the beginning of the year of adoption or for all periods presented) to reflect the SFAS 123
amounts in the income statement. The Company will use the modified prospective method upon adoption of SFAS 123R
effective January 1, 2006. As permitted by SFAS 123R, we currently account for share-based payments to employees using
APB Opinion 25’s intrinsic value method and, as such, generally recognize no compensation cost for employee stock options.
As a result of the adoption of SFAS 123R, the compensation expense that we would have recognized in 2005 relating to
employee stock options would have approximated the pro forma compensation expense described in Note 1 of the consolidated
financial statements appearing elsewhere in this Form 10-K. As of December 31, 2005, the amount of unrecognized
compensation expense to be recognized in future periods, in accordance with SFAS 123R, is approximately $0.3 million. This
expected compensation expense does not reflect any new awards, or modifications to existing awards, that could occur in the
future.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs.” This statement clarifies the accounting for
abnormal amounts of idle facilities expense, freight, handling costs and wasted material. This statement requires that those
items be recognized as current-period expense. In addition, the statement requires that allocation of fixed overhead to the cost
of conversion be based on the normal capacity of the production facilities. This statement is effective for inventory costs
incurred after December 31, 2005. The Company is currently evaluating the impact that SFAS No. 151 will have on its
financial position and results of operations.

In March 2003, the FASB issued Interpretation No. 47 “Accounting for Conditional Asset Retirement Obligations” to
clarify that the term “conditional asset retirement obligation” as used in SFAS No. 143 is a legal obligation to perform an asset
retirement activity in which the timing and (or) method of settlement are conditional on a future event that the enterprise may
or may not have control over. This Interpretation requires recognition of a liability for the fair value of a conditional asset
retirement obligation when incurred if the liability’s fair value can be reasonably determined. This Interpretation is effective
no later than fiscal years ending after December 15, 2005 (December 31, 2005 for calendar year end enterprises). The
implementation of this Interpretation did not have a material impact on the Company’s consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

The principal market risks to which the Company is exposed that may adversely impact the Company’s results of
operations and financial position are changes in certain raw material prices and interest rates. The Company has no market risk
sensitive instruments held for trading purposes.

Raw materials used by the Company are exposed to the impact of changing commodity prices. The Company’s most
significant raw material requirements include potatoes, potato flakes, wheat flour, corn and oil. The Company attempts to
minimize the effect of future price fluctuations related to the purchase of raw materials primarily through forward purchasing
to cover future manufacturing requirements, generally for periods from one to 12 months. Futures contracts are not used in
combination with the forward purchasing of these raw materials. The Company’s procurement practices are intended to reduce
the risk of future price increases, but also may potentially limit the ability to benefit from possible price decreases. Inflation
and changing prices have not had a material impact on the Company’s net revenues and net income. Increased transportation
costs, driven by higher fuel prices, could result in higher commodity costs in the future.

The Company has interest rate risk with respect to interest expense on variable rate debt, with rates based upon
changes in the prime rate. Therefore, the Company has an exposure to changes in those rates. At December 31, 2005 and
December 25, 2004, the Company had $0.5 million and $1.3 million of variable rate debt outstanding. A hypothetical 10%
adverse change in weighted average interest rates during fiscal 2005 and 2004 would have had minimal impact on both the
Company’s net earnings and cash flows,

The Company’s primary concentration of credit risk is related to certain trade accounts receivable, In the normal
course of business, the Company extends unsecured credit to its customers. Substantially all of the Company’s customers are
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distributors or retailers whose sales are concentrated in the grocery industry, throughout the United States. The Company
investigates a customer’s credit worthiness before extending credit. Two customers (Wal*Mart and Vistar) accounted for
approximately 30% of net revenues during fiscal 2005 and for approximately 23% of the Company’s accounts receivable
balance at December 31, 20085.

Item 8. Financial Statements and Supplementary Data

Report of Independent Registered Public Accounting Firm 33
Consolidated balance sheets as of December 31, 2005 and December 25, 2004 34
Consolidated statements of income for the years ended December 31, 2003,

December 25, 2004 and December 27, 2003 35
Consolidated statements of shareholders’ equity for the years ended December 31, 2005,

December 25, 2004 and December 27, 2003 36
Consolidated statements of cash flows for the years ended December 31, 2005,

December 25, 2004 and December 27, 2003 37
Notes to consolidated financial statements 38

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedures

The Company’s management, with the participation of the Company’s Chief Executive Officer (currently acting as
both our principal executive and principal financial officer), evaluated the effectiveness of the Company’s disclosure controls
and procedures as of the end of the period covered by this report. Based on that evaluation, the Chief Executive Officer
concluded that the Company’s disclosure controls and procedures as of the end of the pertod covered by this report have been
designed and are functioning effectively to provide reasonable assurance that the information required to be disclosed by the
Company in reports filed under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within
the time period specified in the SEC’s rules and forms.

(b) Change in Internal Control over Financial Reporting

During the third quarter, an evaluation was performed under the supervision and with the participation of the
Company’s principal executive officer and principal financial officer of the effectiveness of the design and operation of the
Company’s disclosure controls and procedures as of October 1, 2005. Based on that evaluation, the Company’s principal
executive officer and principal financial officer concluded that the Company’s disclosure controls and procedures were not
effective as of October 1, 2005. The conclusion that the Company’s disclosure controls and procedures were not effective as of
October 1, 2005, was based on the identification of a material weakness in the Company’s internal controls over financial
reporting as of June 25, 2005 that continued into the third quarter ended October 1, 2005. The material weakness related to
deficiencies or inadequacies in the following specific areas: (1) execution of selected aspects of the Company’s processes and
controls environment over trade spending programs to ensure prompt notification and recording of the transactions, and (2)
inadequate monitoring of product inventory levels at a single large customer. This conclusion was made by management with
the input of an independent consultant engaged by the Company’s audit committee.

The Company has taken steps to improve its internal control structure to remediate this material weakness by (1)
hiring additional qualified and experienced people, (2) improving documentation and reporting of trade spending programs, (3)
increasing reporting frequency and monitoring of trade spending and large customer inventory levels, and (4) enhancing its
trade spending accrual preparation and review process.

These were the only changes in the Company’s internal control over financial reporting that occurred during the
Company’s most recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.
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The Company’s Chief Executive Officer (currently acting as both our principal executive and principal financial
officer) does not expect that the Company’s internal controls will prevent all errors and all fraud. A control system, no matter
how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system
are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of
controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of
internal controls can provide absolute assurance that all control issues and instances of fraud, if any, within the Company have
been detected. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that internal controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Item 9B. Other Information.
None.
PART HI
Item 10. Directors and Executive Officers of the Registrant
Code of Ethics

Each of the Company’s directors, officers and employees are required to comply with the Poore Brothers, Inc. Code of
Business Conduct and Ethics adopted by the Company. The Code of Business Conduct and Ethics sets forth policies covering
a broad range of subjects and requires strict adherence to laws and regulations applicable to the Company’s business. The
Company has also adopted a Financial Code of Ethics for its Chief Executive Officer, Chief Financial Officer and all other
finance managers. The Financial Code of Ethics supplements the Code of Business Conduct and Ethics and is intended to
emphasize the importance of honest and ethical conduct in connection with the Company’s financial reporting obligations. The
Code of Business Conduct and Ethics and the Financial Code of Ethics are available on the Company’s website at
www.poorebrothers.com, under the “Investors-Governance” captions. Copies of these Codes may also be obtained, without
charge, by any shareholder upon written request directed to the Secretary of the Company at 3500 South La Cometa Drive,
Goodyear, Arizona 85338. The Company will post to its website any amendments to these Codes, or waiver from the
provisions thereof, applicable to the Company’s directors or any principal executive officer, principal financial officer principal
accounting officer or controller, or any person performing similar functions under the “Investors-Governance-Code of Business
Conduct-Waivers” caption.

The information regarding Directors and Executive Officers appearing under the headings “Proposal 1: Election of
Directors,” “Executive Officers” and “Section 16(a) Beneficial Ownership Reporting Compliance” of the Company’s 2006
Proxy Statement is incorporated by reference in this section.

Item 11. Executive Compensation

The information appearing under the headings “Compensation of Directors,” “Employment Agreements,”
“Compensation Committee Report on Executive Compensation” and “Executive Compensation” of the Company’s 2006 Proxy
Statement is incorporated by reference in this section.

Item 12. Security Ownership of Beneficial Owners and Management and Related Stockholder Matters

The information appearing under the headings “Security Ownership of Certain Beneficial Owners and Management”
and “Securities Authorized for Issuance Under Equity Compensation Plans” of the Company’s 2006 Proxy Statement is
incorporated by reference in this section.

Item 13. Certain Relationships and Related Transactions

The information appearing under the heading “Certain Relationships and Related Transactions” of the Company’s
2006 Proxy Statement is incorporated by reference in this section.

Item 14. Principal Accountant Fees and Services

Information appearing under the heading “Independent Auditors” of the Company’s 2006 Proxy Statement is incorporated
by reference in this section.
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PART IV
Item 15. Exhibits and Financial Statement Schedules:
The following documents are filed as part of this Annual Report on Form 10-K
1. Financial Statements

Report of Independent Registered Public Accounting Firm

Consolidated balance sheets as of December 31, 2005 and December 25, 2004

Consolidated statements of income for the years ended December 31, 2005, December 25, 2004 and
December 27, 2003

Consolidated statements of shareholders’ equity for the years ended December 31, 2005, December 25, 2004
and December 27, 2003

Consolidated statements of cash flows for the years ended December 31, 2005, December 25, 2004 and
December 27, 2003

Notes to consolidated financial statements

2. Financial Schedules

Schedules have been omitted because of the absence of conditions under which they are required or because
the information required is included in the Company’s consolidated financial statements or notes thereto.

3. Exhibits required by Item 601 of Regulation S-K:

Exhibit

Number Description

3.1 Certificate of Incorporation of the Company filed with the Secretary of State of the State of Delaware on
February 23, 1995. (14)

32- Certificate of Amendment to the Certificate of Incorporation of the Company filed with the Secretary of State of
the State of Delaware on March 3, 1995. (14)

33 - Certificate of Amendment to the Certificate of Incorporation of the Company filed with the Secretary of State of
the State of Delaware on October 7, 1999. (14)

34 -- By-Laws of the Company (As amended and restated on January 11, 2005). (17)

41 -- Specimen Certificate for shares of Common Stock. (1)

44 -- Warrant to purchase 400,000 shares of Common Stock, issued by the Company to Wabash Foods on October 7,
1999.(2)

4.5 -- Form of Revolving Note, Term Note A and Term Note B issued by the Company to U.S. Bancorp Republic
Commercial Finance, Inc. on October 7, 1999. (4)

10.1% - Non-Qualified Stock Option Agreements dated August 1, 1995, August 31, 1995 and February 29, 1996, by and
between the Company and Mark S. Howells. (1)

10.5% -- Non-Qualified Stock Option Agreement dated as of October 22, 1996, by and between the Company and Mark S.
Howells. (1)

10.6% -- Letter Agreement dated as of November 5, 1996, by and between the Company and Jeffrey J. Puglisi. (1)

10.7% -- Letter Agreement dated November 1, 1996, by and among the Company, Mark S. Howells, Jeffrey J. Puglisi,
David J. Brennan and Parris H. Holmes, Jr. (1)

10.8* -- Letter Agreement dated December 4, 1996, by and between the Company and Jeffrey J. Puglisi, relating to stock
options. (1)

10.9% -- Letter Agreement dated December 4, 1996, by and between the Company and Mark S. Howells, relating to stock
options. (1)

10.10 -- Fixed Rate Note dated June 4, 1997, by and between La Cometa Properties, Inc. and Morgan Guaranty Trust
Company of New York. (3)

10.11 -- Deed of Trust and Security Agreement dated June 4, 1997, by and between La Cometa Properties, Inc. and
Morgan Guaranty Trust Company of New York. (3)

10.12 -- Guaranty Agreement dated June 4, 1997, by and between the Company and Morgan Guaranty Trust Company of
New York. (3)

10.13 -- Agreement for Purchase and Sale of Limited Liability Company Membership Interests dated as of August 16,
1999, by and between Pate Foods Corporation, Wabash Foods and the Company. (2)

10.14 -- Letter Agreement dated July 30, 1999 by and between the Company and Stifel, Nicolaus & Company,

Incorporated. (5)
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10.15% --
10.16 --

10.17 --

10.18 --

10.19 --

10.20 --

10.21 --

10.22 --

10.23 --

10.24 --

10.25 --

10.27 --

10.28 --

10.29 --

10.30 --

10.32% --
10.33% -
10.34 --
10.35 --
10.36 --
10.37 --
10.38 --
10.39 --
10.40* -~
10.41%* --
10.42%* --

10.43%
10.44 -

Poore Brothers, Inc. 1995 Stock Option Plan, as amended. (4)

Credit Agreement, dated as of October 3, 1999, by and between the Company and U.S. Bancorp Republic
Commercial Finance, Inc. (4)

Security Agreement, dated as of October 3, 1999, by and between the Company and U.S. Bancorp Republic
Commercial Finance, Inc. (4)

Commercial Lease, dated May 1, 1998, by and between Wabash Foods, LLC and American Pacific Financial
Corporation. (4)

Agreement for the Purchase and Sale of Assets of Boulder Potato Company dated as of June 8, 2000, by and
among the Company, the shareholders of Boulder Potato Company, and Boulder Potato Company. (6)
Registration Rights Agreement dated as of June 8, 2000, by and between Boulder Potato Company and the
Company. (6)

First Amendment, dated as of June 30, 2000, to Credit Agreement, dated as of October 3, 1999, by and between
the Company and U.S. Bancorp. (6)

Second Amendment to Credit Agreement (dated March 2, 2001), by and between the Company and U.S. Bank
National Association. (7)

License Agreement, dated April 3, 2000, by and between the Company and TGI Friday’s Inc. (Certain portions
of this exhibit have been omitted pursuant to a confidential treatment request filed with the Securities and
Exchange Commission.) (7)

Third Amendment to Credit Agreement (dated March 30, 2001), by and between the Company and U.S. Bank
National Association. (8)

First Amendment to License Agreement, dated as of July 11, 200!, by and between the Company and TGl
Friday’s Inc. (certain portions of this exhibit have been omitted pursuant to a confidentiality treatment request
filed with the Securities and Exchange Commission.) (9)

Fourth Amendment to Credit Agreement (dated as of June 29, 2002), by and between the Company and U.S.
Bank National Association. (10)

License Agreement, dated November 20, 2002, by and between the Company and Warner Bros., a division of
Time Warner Entertainment Company, L.P. (Certain portions of this exhibit have been omitted pursuant to a
confidential treatment request filed with the Securities and Exchange Commission.) (11)

License Agreement, dated November 20, 2002, by and between the Company and Warner Bros., a division of
Time Warner Entertainment Company, L.P. (Certain portions of this exhibit have been omitted pursuant to a
confidential treatment request filed with the Securities and Exchange Commission.) (11)

License Agreement, dated July 19, 2000, by and between the Company and M.J. Quinlan & Associates Pty.
Limited {Certain portions of this exhibit have been omitted pursuant to a confidential treatment request filed with
the Securities and Exchange Commission.). (11)

Executive Employment Agreement entered into as of August 15, 2004 by and between Poore Brothers, Inc. and
Thomas W. Freeze. (16)

Executive Employment Agreement entered into as of January 5, 2003, by and between Poore Brothers, Inc. and
Glen E. Flook. (12)

Fifth Amendment to Credit Agreement (dated as of September 27, 2003) by and between the Company and U.S.
Bank National Association, (13)

License Agreement, dated November 10, 2003, by and between the Company and Wamer Bros. Consumer
Products Inc. (Certain portions of this exhibit have been omitted pursuant to a confidential treatment request filed
with the Securities and Exchange Commission.). (14)

Commercial Lease Agreement, dated May 22, 2003, by and between the Company and Westland Park LLC (14)
Warehouse Services Agreement, dated June 30, 2003, by and between the Company and Customized Distribution
Services, Inc. (14)

License Agreement - #13770-WBLT-Amendment 1, dated June 14, 2004, by and between the Company and
Warner Bros. Consumer Products, Inc. (15)

License Agreement - #14559-SCOO-Amendment 1, dated June 14, 2004, by and between the Company and
Warner Bros. Consumer Products, Inc. (15)

Executive Employment Agreement entered into as of July 19, 2004 by and between Poore Brothers, Inc. and
David Greenberg. (16)

Executive Employment Agreement entered into as of December 6, 2004 by and between Poore Brothers, Inc. and
Richard M. Finkbeiner. (18)

Form of Officer Nonstatutory Stock Option Agreement. (19)

Summary of Director Compensation. (20}

Agreement between Poore Brothers, Inc. and Cinnabon, Inc. entered into as of September 10, 2004, but becoming
material in the reporting period of June 25, 2005 (certain portions of this exhibit have been omitted pursuant to a
confidential treatment request filed with the Securities and Exchange Commission). (21)
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10.45 -- Loan Agreement (Revolving Line of Credit Loan and Term Loan) dated August 19, 2005 between the Company
and U.S. Bank National Association. (22)

10.46 -- Security Agreement relating to the Loan Agreement dated August 19, 2005 between the Company and U.S. Bank
National Association. (22)

10.47 -- $5 Million Promissory Note (Facility 1 - Revolving Line of Credit Loan) dated August 19, 20035 between the
Company and U.S. Bank National Association. (22)

10.48 -- $756,603 Promissory Note (Facility 2 — Term Loan) dated August 19, 2005 between the Company and U.S. Bank
National Association. (22)

10.49* --  Executive Employment Agreement dated August 1, 2005 between the Company and Steven Sklar. (22)

10.50% -- Restricted Stock Agreement dated August 1, 2005 between the Company and Steven Sklar. (22)

10.51* - Letter Agreement dated as of December 14, 2005, by and between the Company and Eric J. Kufel. (23)

10.52% -- Letter Agreement dated as of December 16, 2003, by and between the Company and Thomas W. Freeze. (23)

10.53* - Letter Agreement dated as of December 16, 2005, by and between the Company and Richard M. Finkbeiner. (23)

10.54% -- Poore Brothers, Inc. 2005 Equity Incentive Plan. (24)

10.55% -- Form of Director Nonstatutory Stock Option Agreement — 2005 Equity Incentive Plan. (26)

10.56* -- Form of Employee Incentive Stock Option Agreement — 2005 Equity Incentive Plan. (26)

10.57* .- Executive Employment Agreement by and between Poore Brothers, Inc. and Eric J. Kufel, dated as of
February 14, 2006. (25)

21.1 -- List of Subsidiaries of the Company. (26)

231 - Consent of Deloitte & Touche, LLP. (26)

31 -- Certification of Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(a) or Rule 15(d)-
14(a). (26)

32 - Certification of Chief Executive Officer and Chief Financial Officer pursuant to Rule 13a-14(b) and 18 U.S.C.

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (26)

*  Management compensatory plan or arrangement.

(1) Incorporated by reference to the Company’s Registration Statement on Form SB-2, Registration No. 333-5594-LA.

(2) Incorporated by reference to the Company’s definitive Proxy Statement on Schedule 14A filed with the Securities and
Exchange Commission on September 15, 1999.

(3) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended June 30, 1997.

(4) Incorporated by reference to the Company’s Annual Report on Form 10-KSB for the fiscal year ended December 31,
1999,

(5) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended September 30,
1999.

(6) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended June 30, 2000.

(7) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended March 31, 2001,

(8) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended June 30, 2001.

(9) Incorporated by reference to the Company’s Quarterly Report on Form 10-QSB for the quarter ended September 30,
2001.

(10) Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 28, 2002.

(11) Incorporated by reference to the Company’s Annual Report on Form 10-K for the fiscal year ended December 28, 2002.

(12) Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 28, 2003.

(13) Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 27, 2003.

(14) Incorporated by reference to the Company’s Annual Report on Form 10-K for the fiscal year ended December 27, 2003.

(15) Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 26, 2004.

(16) Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended September 25, 2004,

(17) Incorporated by reference to the Company’s Current Report on Form 8-K filed on January 12, 2005.

(18) Incorporated by reference to the Company’s Current Report on Form 8-K filed on December 23, 2004.

(19) Incorporated by reference to the Company’s Annual Report on Form 10-K for the fiscal year ended December 25, 2004.

(20) Incorporated by reference to the Company’s Current Report on Form 8-K filed on August 4, 2005.

(21) Incorporated by reference to the Company’s Quarterly Report on 10-Q for the quarter ended June 25, 2005.

(22) Incorporated by reference to the Company’s Quarterly Report on 10-Q for the quarter ended October 1, 2005

(23) Incorporated by reference to the Company’s Current Report on Form 8-K filed on December 19, 2005.

(24) Incorporated by reference to the Company’s definitive Proxy Statement on Schedule 14A filed with the Securities and
Exchange Commission on April 28, 2005.

(25) Incorporated by reference to the Company’s Current Report on Form 8-K/A filed on February 16, 2006.

(26) Filed herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: March 29, 2006 POORE BROTHERS, INC.
By: /s/ _Eric J. Kufel

Eric J. Kufel
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant, in the capacities and on the dates indicated.

Signature Title Date
/s/ Eric J. Kufel Chief Executive Officer and Director March 29, 2006
Eric J. Kufel {Principal Executive Officer, Principal Financial

Officer and Principal Accounting Officer)

/s/ Larry R. Polhill Chairman and Director March 29, 2006

Larry R. Polhill

/s/ Ashton D. Asensio Director March 29, 2006

Ashton D. Asensio

/s/ Mark S. Howells Director March 29, 2006

Mark S. Howells

/s/ F. Phillips Giltner, II Director March 29, 2006

F. Phillips Giltner, III

/s/ James W. Myers Director March 29, 2006

James W. Myers
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Poore Brothers, Inc.
Goodyear, Arizona

We have audited the accompanying consolidated balance sheets of Poore Brothers, Inc. and subsidiaries (the “Company™) as of
December 31, 2005 and December 25, 2004, and the related consolidated statements of income, stockholders’ equity and cash
flows for each of the three years in the period ended December 31, 2005. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on the financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Poore
Brothers, Inc. and subsidiaries as of December 31, 2005 and December 25, 2004, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2005, in conformity with accounting principles
generally accepted in the United States of America.

/s/ DELOITTE & TOUCHE LLP

Phoenix, Arizona
March 27, 2006
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POORE BROTHERS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, December 25,
2005 2004
ASSETS
Current assets:
Cash and cash eqUIVAIENTS ......c..ccocoveieiviiir et ete et er s e ar s $ 9,695,245 $ 9,675,490
Accounts receivable, net of allowance for doubtful accounts of $187,000 in
2005 and $89,000 10 2004 ... ... 6,671,521 5,379,362
TOVEIIOTIES ..ottt ettt e e ettt e ste e s reaneateeat et e rneenean 2,816,246 2,145,742
Deferred INCOME tAX ASSE...c.vivieiiveircieerie ettt st srn s et te et e s en e 1,806,718 1,341,723
Other CUITENE ASSEIS coviiiieiiiieiie i vt er et re e s e eresrbesarssae et e sttesabesnraan 422,065 471,051
TOtal CUITENT ASSELS cvvveierieiiiieecereireieicvieves et cbeeenbe s e rsessetaibnse s 21,411,795 19,013,368
Property and eqUIPMENTt, NET.....cccviiirerriieriiacrrienieriereeraseteessees e esesesseseesansmsesessns 10,109,654 10,815,963
GOOAWIll ..o e bbbt b saer et sa s eba e ren 5,986,252 5,986,252
TEAEINATKS .. ot v e ettt et e s s sttt st een e ratentesaa ot rs e eraeantetrae e 4,207,032 4,207,032
OHET @SSEES ... .. oottt ettt ettt e s e tr e es e ev et e aesaee st ers s e st eeeeesasenesenneeeesan 88,836 94,672
TOtAl ASSELS  oeeiriiiicriii ettt sttt a e n et neehe e te e eares $ 41,803,569 $ 40,117,287
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
ACCOUNES PAYADIE. ..ottt ettt ettt st st ne bbb s b e $ 3,309,591 $§ 2,809,187
ACCTUEd HaDIIHES ...ttt e ettt ete e essetsebaneseste e esaens 3,506,332 2,656,887
Current portion of Iong-term debt ... e 529,176 1,390,667
Current portion of accrued costs related to brand discontinuance and other
EXIt COST ACCTUALS 1oovivitiviiier ittt er st a sttt et re st eeeseessereneas 177,424 442533
Total current lHabilities. ....c..cooovviiiiiireeee e vttt ere e ens 7,522,523 7,299,274
Long-term debt, 1ess cUrrent portion .........coecveverererinionrnsnesseseeen e s enessse s 1,681,432 1,729,134
Non-current portion of accrued costs related to brand discontinuance and other
EXIt COST ACCTUALS....cvvevieeiee ettt et et st re st ene s saesaesesesees 179,617 492,541
Deferred income tax Hability......ccocoirieoieiiiic e ene e 2,177,140 1,788,252
TOtA] HADIIILIES ..v.vevieisiciecieere vt e ettt eb e bbbt seebesese b ene et e 11,560,712 11,309,201
Commitments and contingencies (Notes 8 and 12)
Shareholders’ equity:
Preferred stock, $100 par value; 50,000 shares authorized; no shares issued
or outstanding at December 31, 2005 and December 25, 2004..................... - -
Common stock, §.01 par value; 50,000,000 shares authorized; 20,077,080
and 19,647,561 shares issued and outstanding at December 31, 2005
and December 25, 2004, reSpectively ......cooccvvieirireirieeeee et 200,771 196,476
Additional paid-in Capital ......c.ccoovririreiiiee e 28,424 817 27,274,825
Retained Carnings ..ot ettt 1,617,269 1,336,785
Total shareholders’ EqUILY .....cc..ocorvieiieiree ettt e e 30,242,857 28,808,086
Total liabilities and shareholders’ equity ......c.cccoorieoeieciecieercee, $ 41,803,569 § 40,117,287

The accompanying notes are an integral part of these consolidated financial statements.
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POORE BROTHERS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Years Ended
December 31, December 25, December 27,
2005 2004 2003

NEUTEVEIIUES «.oeveeeireieree ettt et et st e st ess e et e teeraeereeseesnesratesseraeenesenes $ 75,332,541 $68,734,763 366,417,836
COSt Of TEVEIIUES ..ottt ettt en e ee e 61,435,762 52,747,106 52,068,963
(Gain on sale)/write-down of equIpment ..........ccocvivvnveerecncnienneeeeeees (194,359) 308,104 1,030,352
Costs related to brand diSCONTINMUANCE .......occovierieerreereereirrccereereereeeeernens -- 1,414,759 -

GIOSS PIOTIt ..ttt ebe s 14,091,138 14,264,794 13,318,521
Selling, general and administrative eXpenses ......c.ocvvvveeerecvereinrueeeerenns 13,638,684 10,558,544 13,290,660

OPErating iMCOME ..c.veevvrerrirreerrenmreerietnesssieretss e ressssssnessesessiorassseessssseces 452,454 3,706,250 27,861
Insurance claim settlement Income, NEt.....c.ocveveiveciiiis e -- - 1,918,784
Interest inCOME (EXPENSEY, NEL ..u..vvevvrervrrrrerrirerisessserseesseenese e sesesreen 49,274 (164,797) (252,820)

Total other INCOME (EXPENSE) ......ovververrveeceeeeerree s eesissss e seeesneas 49,274 (164,797) 1,665,964

Income before INCOME tAX PrOVISION ...cvvveviveririie s 501,728 3,541,453 1,693,825
INCOME TAX PLOVISION ..o.vvvorcioceeeeivveeseeereessesee s eseeeese st eeerees e svceesens (221,244) (1,406,739) (641,861)

NEE INCOIMIE 1. cvi it et este it se s seaessasenesas e saesssostseatesesssasaresessasssasnsess 280,484 $ 2,134,714 $ 1,051,964
Earnings per common share:

BaSIC oottt ettt ettt aen 0.01 3 0.11 3 0.06

DILEA oot 0.01 3 0.11 3 0.06
Weighted average number of common shares:

BaSIC .ottt ettt bbbt 19,763,992 18,794,977 17,572,951

DHRILEA ..ottt 19,946,941 18,947,553 18,476,486

The accompanying notes are an integral part of these consolidated financial statements.
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POORE BROTHERS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, December 28, 2002...................
Exercise of common stock options,
including related tax benefit .............
Other issuances of common stock ...
Net iNCOME....ooviirieeereieieceeeins

Balance, December 27, 2003...................
Exercise of common stock options,
including related tax benefit .............
Other issuances of common stock ...
Net INCOME...cvicviiiicie e,

Balance, December 25, 2004..................
Exercise of common stock options,
including related tax benefit .............
Issuance of restricted stock ...............
Deferred compensation expense,
net of amortization ........c..ccoveeeveenrnne.
Net iNCOME.......covoveeeeieireceeeevieenan

Balance, December 31, 2005...................

Additional Retained
Common Stock Paid-in Earnings
Shares Amount Capital (Deficit) Total

16,729911  § 167,299 §22,404,835 $ (1,849,893) $ 20,722,241
1,362,633 13,626 2,810,606 - 2,824,232
489,244 4,892 458,311 -- 463,203
-- - -- 1,051,964 1,051,964
18,581,788 185,817 25,673,752 (797,929) 25,061,640
878,499 8,785 1,602,947 - 1,611,732
187,274 1,874 (1,874) - --
~- -- -- 2,134,714 2,134,714
19,647,561 196,476 27,274,825 1,336,785 28,808,086
394,166 3,942 1,130,586 -- 1,134,528
35,353 353 174,647 - 175,000
-- - (155,241) -- (155,241)
- -~ -- 280,484 280,484
20,077,080 § 200,771  $ 28,424,817 $1,617,269 $ 30,242 857

The accompanying notes are an integral part of these consolidated financial statements.
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POORE BROTHERS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended

4————

December 31, December 25, December 27,
2005 2004 2003
Cash flows provided by (used in) operating activities:
INEEIICOME ...t iees ettt s ese e b b beas st besesasseseseresnana § 280,484 § 2,134,714 $ 1,051,964
Adjustments to reconcile net income to net cash provided by (used in)
operating activities:
DEPIECIALION L.viuvvieieeiiviieiieie e et evecrere et st er et er s sb et e b eateven s eaessesannas 1,214,262 1,340,453 1,285,221
AMOTHZATION «..eiis ettt erecet oot e s e s e se e s sa e sese s snscae et ernsnnss 5,836 25,163 31,064
Provision for bad debts ... 83,456 (111,623) 23,822
Other asset AMOrtiZAtION ...........cceieviierieeeice e s - 44,066 121,413
Deferred inCOME tAXES .....ocoeeievuericeriie it e et (76,107) 969,899 641,861
Amortization of deferred compensation expense ........c.ccocovveveerirennec. 19,406 -- --
Costs related to brand discontinuUance...........coo.oooovereerciecceeenienenrnes -- 1,758,919 --
Tax benefit from exercise of stock OPHONS .ooveoevvrevee i 330,559 315,017 830,371
(Gain on sale)/write-down of equipment ......ccooccorirricnicieeien, {194,359) 308,104 1,030,352
(Gain) loss on disposition of eqUIPMENTE ......occovvererieroieiiienreirieeereneas 49,046 16,571 (926)
Change in operating assets and liabilities:
ACCOUNtS TECEIVADIE ..o e (1,375,615) 446,367 (1,225,065)
Inventories, net of brand discontinuance write-offs ............................ (670,504) (1,390) (725,434)
Other assets and Habilities ......cooeviiecinirei e (529,047) (139,705) (1,030,146)
Accounts payable and accrued liabilities 1,349,849 (559,426) (28,652)
Net cash provided by (used in) operating activities.............. 487,266 6,547,129 2,005,845
Cash flows provided by (used in) investing activities:
Purchase of eqUIPMENt........ccc.ovceiiiricre ittt (563,249) (455,769) (1,120,793)
Proceeds from disposition of equIpment .......c..c.ocovviveerennninnn e seeneens 281,250 -- 61,000
Net cash provided by (used in) investing activities.............. (281,999 (455,769) (1,059,795)
Cash flows provided by (used in) financing activities:
Proceeds from issuance of cOMmMON STOCK .....covvviiviiiiiriiricrreeies e, 804,322 1,296,715 2,036,499
Payments made on Jong-term debt........ccccooiiriiieniiini e, (989,834) (952,155) (1,138,166)
Net cash provided by (used in) financing activities.............. (185,512) 344,560 898,333
Net increase in cash and cash equivalents..........c.ccoceiiiivinniine, 19,755 6,435,920 1,844,383
Cash and cash equivalents at beginning of year ...........cccoeever e rerceeeeennnenas 9,675,490 3,239,570 1,395,187
Cash and cash equivalents at end of Year.......ccoe o, $ 9,695,245 $ 9,675,490 $ 3,239,570
supplemental disclosures of cash flow information:
Cash paid during the year for interest............cocoooiviiiniirne e, $ 150,979 293,908 $ 248587
Cash paid during the year for taXeS.....c.coccceenivnrereneiesn e 442,392 -- -
Summary of non-cash investing and financing activities:
Common stock issued for acquisition earnout ........cccoevecrivernneneen - -- 420,566

The accompanying notes are an integral part of these consolidated financial statements.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization, Business and Summary of Significant Accounting Policies:

Poore Brothers, Inc., (“the Company”, a Delaware corporation, was formed in 1995 as a holding company to acquire a
potato chip manufacturing and distribution business which had been founded by Donald and James Poore in 1986.

In December 1996, the Company completed an initial public offering of its Common Stock. In November 1998, the
Company acquired the business and certain assets (including the Bob’s Texas Style® potato chip brand) of Tejas Snacks, L.P.
(“Tejas™), a Texas-based potato chip manufacturer. In October 1999, the Company acquired Wabash Foods, LLC (“Wabash”)
including the Tato Skins®, O’Boisies®, and Pizzarias® trademarks and the Bluffton, Indiana manufacturing operation and
assumed all of Wabash Foods’ liabilities. In June 2000, the Company acquired Boulder Natural Foods, Inc. (“Boulder”) and
the Boulder Canyon Natural Foods™ brand of totally natural potato chips. As part of the Boulder acquisition, the Company
was required to issue additional unregistered shares of Common Stock to the seller on each of the first three anniversaries of
the closing of the acquisition. The issuance of such shares was dependent upon increases in sales of Boulder product as
compared to previous periods. In 2003, 2002 and 2001, the Company was required to issue 93,728 shares valued at $420,566,
88,864 shares valued at $210,786 and 57,898 shares valued at $185,274, respectively. With each issuance of shares the
Company increased the goodwill recorded from this acquisition.

In October 2000, the Company launched its T.G.[. Friday’s® brand salted snacks pursuant to a license agreement with
TGI Friday’s Inc., which expires in 2014.

In June 2003, the Company launched its Crunch Toons® brand potato snacks, initially featuring characters pursuant to
a multi-year license agreement with Warner Bros, Consumer Products. The Company decided to discontinue the brand in June
2004, and ceased using its license agreements with Warner Bros. Consumer Products.

In April 2005, the Company launched its Cinnabon® brand pursuant to a license agreement with Cinnabon, Inc, the
initial term of which expires in 2011. A renewal term for an additional five years exists at the end of the initial term. The
Company plans to develop and sell a variety of snack products, including cookies, under the Cinnabon® brand. However, the
Cinnabon® brand has not met consumer demand expectations in many channels during its 2005 introduction and the Company
is determining future prospects for the brand.

In September 2005, the Company signed a licensing agreement with Panda Restaurant Group, Inc. for the
development, manufacture and sale of snack food products under the Panda Express® brand name. The Company is currently
determining products it can market using this brand name.

The Company’s fiscal year ends on the last Saturday occurring in the month of December of each calendar year.
Accordingly, fiscal 2005 commenced December 26, 2004 and ended December 31, 2005.

Business

The Company is engaged in the development, production, marketing and distribution of innovative snack food
products that are sold primarily through grocery retailers, mass merchandisers, club stores, convenience stores and vend
distributors across the United States. The Company currently manufactures and sells nationally T.G.I. Friday’s® brand snacks
under license from TGI Friday’s Inc. and sells nationally Cinnabon® brand snacks under license from Cinnabon, Inc. The
Company also currently (i) manufactures and sells regionally its own brands of salted snack food products, including Poore
Brothers®, Bob’s Texas Style® and Boulder Canyon Natural Foods™ brand batch-fried potato chips and Tato Skins® brand
potato snacks, (ii) manufactures private label potato chips for grocery retail chains in the southwest and (iii) distributes in
Arizona snack food products that are manufactured by others. The Company sells its T.G.1. Friday’s® brand snack products to
mass merchandisers, grocery, club and drug stores directly and to primarily convenience stores and vend operators through
independent distributors. The Company’s other brands are also sold through independent distributors.

Principles of Consolidation

The consolidated financial statements include the accounts of Poore Brothers, Inc. and all of its wholly owned
subsidiaries. All significant intercompany amounts and transactions have been eliminated.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

1. Organization, Business and Summary of Significant Accounting Policies: (Continued)
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. The Company routinely evaluates its estimates, including those related to accruals for
customer programs and incentives, product returns, brand discontinuance costs, bad debts, income taxes, long-lived assets,
inventories and contingencies. The Company bases its estimates on historical experience and on various other assumptions that
are believed to be reasonable under the circumstances. Actual results could differ from those estimates.

Fair Value of Financial Instruments

At December 31, 2005 and December 25, 2004, the carrying value of cash, accounts receivable, accounts payable and
accrued liabilities approximate fair values since they are short-term in nature. The carrying value of the long-term debt
approximates fair-value based on the borrowing rates currently available to the Company for long-term borrowings with
similar terms, except for the mortgage loan with interest at 9.03%, which has a fair value of $1.3 million and $1.4 million at
December 31, 2005 and December 25, 2004, respectively. The Company estimates fair values of financial instruments by
using available market information. Considerable judgment is required in interpreting market data to develop the estimates of
fair value. Accordingly, the estimates may not be indicative of the amounts that the Company could realize in a current market
exchange. The use of different market assumptions or valuation methodologies could have a material effect on the estimated
fair value amounts.

Inventories

Inventories are stated at the lower of cost {first-in, first-out) or market. The Company identifies siow moving or
obsolete mventories and estimates appropriate 10ss provisions related thereto. If actual market conditions are less favorabie
than those projected by management, additional inventory write-downs may be required.

Property and Equipment

Property and equipment are recorded at cost. Cost includes expenditures for major improvements and replacements.
Maintenance and repairs are charged to operations when incurred. When assets are retired or otherwise disposed of, the related
costs and accumulated depreciation are removed from the appropriate accounts, and the resulting gain or loss is recognized.
Depreciation expense is computed using the straight-line method over the estimated useful lives of the assets, ranging from 2 to
30 years.

In accordance with Financial Accounting Standards Board (“FASB”) Statement of Financial Accounting Standards
(“SFAS”) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,”, the Company evaluates the
recoverability of property and equipment not held for sale by comparing the carrying amount of the asset or group of assets
against the estimated undiscounted future cash flows expected to result from the use of the asset or group of assets and their
eventual disposition. If the undiscounted future cash flows are less than the carrying value of the asset or group of assets being
evaluated, an impairment loss is recorded. The loss is measured as the difference between the fair value and carrying value of
the asset or group of assets being evaluated. Assets to be disposed of are reported at the lower of the carrying amount or the
fair value less cost to sell. The estimated fair value would be based on the best information available under the circumstances,
including prices for similar assets or the results of valuation techniques, including the present value of expected future cash
flows using a discount rate commensurate with the risks involved.

Intangible Assets

Goodwill and trademarks are reviewed for impairment annually, or more frequently, if impairment indicators arise.
Goodwill is required to be tested for impairment between the annual tests if an event occurs or circumstances change that
more-likely-than-not reduce the fair value of a reporting unit below its carrying value. Trademarks with indefinite lives are
required to be tested for impairment between the annual tests if an event occurs or circumstances change indicating that the
asset might be impaired. The Company believes at this time that the carrying values continue to be appropriate. See Note 2.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

1. Organization, Business and Summary of Significant Accounting Policies: (Continued)

Revenue Recognition

In accordance with accounting principles generally accepted in the United States, the Company recognizes operating
revenues upon shipment of products to customers when title and risk of loss pass to its customers. Provisions and allowances
for sales returns, promotional allowances and discounts are also recorded as a reduction of revenues in the Company’s
consolidated financial statements.

Advertising, Promotion and Trade Spending

The Company expenses production costs of advertising the first time the advertising takes place, except for
cooperative advertising costs which are expensed when the related sales are recognized. Costs associated with obtaining shelf
space (i.e., “slotting fees™) are expensed in the period in which such costs are incurred by the Company. Anytime the
Company offers consideration (cash or credit) as trade advertising or promotional allowance to a purchaser of products at any
point along the distribution chain, the amount is accrued and recorded as a reduction in revenue. Any marketing programs that
deal directly with the consumer are recorded in selling, general and administraiive expenses. Accrued advertising and
promotion, which is included in the current liabilities section of the accompanying consolidated balance sheets, was $1,369,000
and $547,000 on December 31, 2005 and December 25, 2004, respectively.

Income Taxes

Deferred tax assets and liabilities are recognized for the expected future tax consequences of events that have been
included in the financial statements or income tax returns. Deferred tax assets and liabilities are determined based on the
difference between the financial statement and tax bases of assets and liabilities using enacted rates expected to apply to
taxable income in the years in which those differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in the period that includes the enactment date.

Stock Options and Stock-Based Compensation

The Company’s stock-based compensation plans, described in Note 9, are currently accounted for under the
recognition and measurement provisions of APB Opinion No. 25, “Accounting for Stock Issued to Employees,” and related
interpretations, See Note 1—"New Accounting Pronouncements” for discussion of the Company’s adoption of SFAS No. 123R
for employee stock-based compensation, effective January 1, 2006.

The Company currently follows the disclosure-only provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation,” as amended by SFAS No. 148, “Accounting for Stock-Based Compensation ~ Transition and Disclosure”.
Accordingly, no compensation cost has been recognized for the stock option plan. Awards under the plan vest over periods
ranging from one to three years, depending on the type of award. The following table illustrates the effect on net income and
earnings per share if the fair value based method had been applied to all option grants, using the Black-Scholes valuation
model, for the years ended December 31, 2005, December 25, 2004 and December 27, 2003:

2005 2004 2003

Net income as reported........ooioiiviiiiiiiiiciieeens $ 280,484 $ 2,134,714 $ 1,051,964

Deduct: Total stock-based employee compensation

expense determined under fair value method for all

awards, net of related tax effects........................... (176,574) (518,950) (382,380)
Pro forma net MCOME. .......oiiei e v $ 103,910 $ 1,615,764 $ 669,584
Net income per share — basic — as reported.................... $ 0.01 § 0.11 $ 0.06
Pro forma net income per share —basic...............ocovenen. $ 0.01 5 0.09 $ 0.04
Net income per share — diluted ~ as reported.................. $ 0.01 $ 0.11 $ 0.06
Pro forma net income per share — diluted....................... $ 0.01 $ 0.09 8 0.04
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

1. Organization, Business and Summary of Significant Accounting Policies: (Continued)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model
with the following weighted-average assumptions: dividend yield of 0%; expected volatility of 62%, 62% and 57%; risk-free
interest rate of 3.15%, 3.15% and 2.4%; and expected lives of 3 years for 2005, 2004 and 2003, respectively. Under this
method, the weighted-average fair value of the options granted was $2.18 in 2005, $1.15 in 2004 and $1.86 in 2003,

Earnings Per Common Share

Basic earnings per common share is computed by dividing net income by the weighted average number of shares of
common stock outstanding during the period. Exercises of outstanding stock options or warrants are assumed to occur for
purposes of calculating diluted earnings per share for periods in which their effect would not be anti-dilutive. Earnings per
common share was computed as follows for the years ended December 31, 2005, December 25, 2004 and December 27, 2003:

2005 2004 2003
Basic Earnings Per Common Share:
Nt INCOME. ..o e $ 280,484 $ 2,134,714 $ 1,051,964
Weighted average number of common shares............ 19,763,992 18,794,977 17,572,951
Earnings per common share...................oocoeveinnl. $ 0.01 3 0.11 $ 0.06
Diluted Earnings Per Common Share:
NETINCOMIE. .. ot ivt e e e et e e $ 280,484 $ 2,134,714 $ 1,051,964
Weighted average number of common shares............ 19,763,992 18,794,977 17,572,951
Incremental shares from assumed conversions -
WaATTANTS. .o v ettt e e e aeas -- -- 325,496
Stock OpPHONS. ... oot 182,949 152,576 578,039
Adjusted weighted average number of common shares. 19,946,941 18,947,553 18,476,486
Earnings per common share.............coocvveviieincnnnen. $ 0.01 8 0.11 $ 0.06

New Accounting Pronouncements

On December 16, 2004, the FASB issued SFAS No. 123R, “Share-Based Payment,” requiring all share-based
payments to employees, including grants of employee stock options, to be recognized as compensation expense in the
consolidated financial statements based on their fair values. Pro forma disclosure is no longer an alternative. This standard is
effective for periods beginning after December 15, 2005 and includes two transition methods, the modified prospective and the
modified retrospective transition method. Under the modified prospective method, awards that are granted, modified or settled
after the date of adoption should be measured and accounted for in accordance with SFAS 123R. Unvested equity-classified
awards that were granted prior to the effective date should continue to be accounted for in accordance with SFAS 123 except
that amounts must be recognized in the income statement. Under the modified retrospective approach, the previously-reported
amounts are restated (either to the beginning of the year of adoption or for all periods presented) to reflect the SFAS 123
amounts in the income statement. The Company will use the modified prospective method upon adoption of SFAS 123R
effective January 1, 2006. As permitted by SFAS 123R, we currently account for share-based payments to employees using
APB Opinion 25’s intrinsic value method and, as such, generally recognize no compensation cost for employee stock options.
As a result of the adoption of SFAS 123R, the compensation expense that the Company would have recognized in 2005
relating to employee stock options would have approximated the pro forma compensation expense described in the table above.
As of December 31, 2005, the amount of unrecognized compensation expense to be recognized in future periods, in accordance
with SFAS 123R, is approximately $0.3 million. This expected compensation expense does not reflect any new awards, or
modifications to existing awards, that could occur in the future.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

1. Organization, Business and Summary of Significant Accounting Policies: (Continued)

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs.” This statement clarifies the accounting for
abnormal amounts of idle facilities expense, freight, handling costs and wasted material. This statement requires that those
items be recognized as current-period expense. In addition, the statement requires that allocation of fixed overhead to the cost
of conversion be based on the normal capacity of the production facilities. This statement is effective for inventory costs
incurred after December 31, 2005. The Company is currently evaluating the impact that SFAS No. 151 will have on its
financial position and results of operations.

In March 2005, the FASB issued Interpretation No. 47 “Accounting for Conditional Asset Retirement Obligations” to
clarify that the term “conditional asset retirement obligation” as used in SFAS No. 143 is a legal obligation to perform an asset
retirement activity in which the timing and (or) method of settlement are conditional on a future event that the enterprise may
or may not have control over. This Interpretation requires recognition of a liability for the fair value of a conditional asset
retirement obligation when incurred if the liability’s fair value can be reasonably determined. This Interpretation is effective
no later than fiscal years ending after December 15, 2005 (December 31, 2005 for calendar year end enterprises). The
implementation of this Interpretation did not have a material impact on the Company’s consolidated financial statements.

2. Goodwill and Trademarks:

Goodwill and trademarks relate to the 1998, 1999 and 2000 acquisitions described in Note 1. Intangibles not subject
to amortization consisted of the following as of December 31, 2005 and December 25, 2004:

2005 2004
Goodwill ...................... $ 5,986,252 $ 5,986,252
Trademarks................... 4,207,032 4,207,032
$ 10,193,284 $ 10,193,284

3. Accrued Liabilities:

Accrued liabilities consisted of the following as of December 31, 2005 and December 25, 2004:

2005 2004
Accrued payroll and payroll taxes..................coo $ 1,454,697 $ 1,170,354
Accrued royalties and cOmmISSIONS ..........ovvvniviivieiiieininn, 554,434 517,917
Accrued advertising and promotion...............coceeeiiienieiiinenn 1,368,929 547,054
Accrued Other. .. .o s 128,272 421,562

$ 3,506,332 $ 2,656,887

During the fourth quarter of 2005, the Company announced the departure of two executives and recorded charges
consisting of severance and certain other personnel costs. The amount owed on these two severance agreements at
December 31, 2005 is $491,000 and is included in accrued payroll and payroll taxes above.

4. Inventories:

Inventories consisted of the following as of December 31, 2005 and December 25, 2004:

2005 2004
Finished Z00dS ... it $ 1,731,531 $ 1,537,488
RAW MALETIAIS ..ottt esens 1,084,715 608,254

§  2.816,246 § 2,145,742
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

5. Property and Equipment:

4———-—

Property and equipment consisted of the following as of December 31, 2005 and December 25, 2004:

Useful Lives 2005 2004
Buildings and improvements .. 20 ~ 30 years $ 5,437,524 $ 5,364,778
Equipment 7~ 15 years 10,998,189 10,768,784
Land -- 272,006 272,006
Vehicles 5 years 5,432 16,825
Furniture and office equipment .. 2 -5 years 1,679,815 1,547,608
18,392,966 17,970,001
Less accumulated depreciation and amortization (8,283,312) (7,154,038)

$10,109,654

$10,815,963

On October 28, 2000, the Company experienced a fire at the Goodyear, Arizona manufacturing plant. In 2003, the
Company recorded income of $1,918,784 for net proceeds from the insurance company for final settlement of outstanding

claims related to the fire.

In June 2003, the Company concluded that some of its packaging equipment that had recently been replaced by more
technologically advanced machinery was no longer likely to be reinstalled and used. Therefore, in accordance with SFAS 144,
“Accounting for the Impairment or Disposal of Long-lived Assets,” the Company performed an assessment of the equipment’s
fair value, which resulted in the need to write-down the equipment by $1,030,352. In addition, in December, 2004, the
Company concluded that a packaging machine in its Indiana plant was no longer likely to be used, which resulted in a

$308,104 impairment charge in 2004.

6. Long-Term Debt:

Long-term debt consisted of the following as of December 31, 2005 and December 25, 2004:

Term loan due in monthly installments through July 1, 2006; interest at prime
rate (7.25% at December 31, 2005); collateralized by substantially all assets...

Mortgage loan due in monthly installments through July 2012; interest at
9.03%; collateralized by land and building

Less current portion

Annual maturities of long-term debt as of December 31, 2005 are as follows:

Year

2005 2004
$ 481,474 $ 1,347,069
1,729,134 1,772,732
2,210,608 3,119,801
(529,176) (1,390,667)
$ 1,681,432 $ 1,729,134
$ 529,176
52,192
57,105
62,480
68,362
1,441,293

$ 2,210,608
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

6. Long-Term Debt: (Continued)

Interest income (expense), net consisted of the following for the fiscal years ended December 31, 2005, December 25,
2004 and December 27, 2003:

2005 2004 2003
Interest eXpense.........cccouveerennnn. $(275,853) $(221,258) $(275,619)
Interest income...........oooevenninnn. 325,127 56,461 22,799
Interest income (expense), net... $ 49274 $(164,797) $(252,820)

The Company’s Goodyear, Arizona manufacturing, distribution and headquarters facility is subject to a $1.7 million
mortgage loan from Morgan Guaranty Trust Company of New York, bears interest at 9.03% per annum and is secured by the
building and the land on which it is located. The loan matures on July 1, 2012; however monthly principal and interest
installments of $16,825 are determined based on a twenty-year amortization period.

On August 19, 2005, the Company refinanced its U.S. Bancorp Credit Agreement into a new $5.0 million Line of
Credit and a $756,603 Term Loan (collectively, the “New Credit Agreement”) with the same bank. The original credit facility
consisted of: (i) a $5.0 million line of credit with a borrowing limit calculated based on specified percentages of eligible
receivables and inventories; (ii) a $0.5 million capital expenditures line of credit; and (1ii) a $5.8 million term loan with a
remaining balance of $756,603 at the time of the refinancing.

The Line of Credit bears interest at the prime rate less 0.5% (6.75% at December 31, 2005) and matures on June 30,
2007. Interest is due monthly, with the outstanding principal balance due in full at the maturity date. The Term Loan bears
interest at the prime rate (7.25% at December 31, 2005) and matures on July 1, 2006. Monthly principal payments of $68,782
plus interest are due under the Term Loan. At December 31, 2005, there was no outstanding balance on the Line of Credit and
$0.5 million outstanding on the Term Loan.

The New Credit Agreement is secured by substantially all assets of the Company. The Company’s obligations under
the New Credit Agreement are guaranteed by each of its subsidiaries. The agreement requires the Company to maintain
compliance with certain financial covenants, inciuding a minimum tangible net worth, a minimum fixed charge coverage ratio
and a minimum current ratio. At December 31, 20035, the Company was in compliance with all covenants of the New Credit
Agreement.

7. Brand Discontinuance:

On June 11, 2004, the Company discontinued its Crunch Toons® brand. As a result of the discontinuance, the
Company recorded expenses of approximately $1.8 million. The charge included approximately $1.1 million related to
minimum royalties under the license agreements and $0.3 million in inventory write-downs, which are shown in “Costs related
to brand discontinuance” on the accompanying Consolidated Statements of Income. In addition, charges of $0.3 million in
estimated allowances given to the Company’s customers to sell-off remaining distributor and retailer inventories were recorded
and are included in “Net revenues” on the accompanying Consolidated Statements of Income.

In connection with the brand discontinuation, and included in the $1.1 million charge above, the Company negotiated
amendments to its license agreements with Warner Bros. Consumer Products pursuant to which the Agreements will remain in
effect, but will become non-exclusive. However, because the Company has ceased using the Crunch Toons® brand, the
Company accrued the fair value of remaining royalties in accordance with SFAS No. 146, “Accounting for Costs Associated
with Exit or Disposal Activities.” The Company estimated the fair value of the remaining guaranteed future minimum
payments under the agreements by computing the present value of the future cash payments.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

7. Brand Discontinuance: (Continued)

The following table summarizes the activity of the accrued costs related to brand discontinuance and other exit costs
for the years ended December 31, 2005 and December 25, 2004:

Dec. 25, Dec. 31,
June 11, 2004 2004 2005
Brand Write-offs Accrued Accrued
Discontinuance  Other Exit and Expense Expense
Charges Costs Payments Balance Payments Balance
Inventory and
equipment write-
offs $ 294768 % - $ (294,768) § -- $ - $ --
Write-down of
prepaid royalties
and present value
of guaranteed
minimum royalty
payments (1,2) 1,119,991 -- (527,519) 592,472 (235,431) 357,041
Reclamation
costs (1) 344,160 -- (309,662) 34,498 (34,498) --
Present value of
remaining lease
payments on )
equipment (1,3) -- 308.104 -- 308.104 (308.104) --
$ 1758919 § 308,104 § (1.131.949) § 935,074 $(578.033) $357.041
@) These amounts are reflected in the Consolidated Balance Sheets as “Current and Non-current portions of accrued costs
related to brand discontinuance and other labilities.”
(2) In accordance with SFAS No. 146, interest accretion was recorded for the year and future royalty payments will be
made in accordance with the amended agreements.
3) In accordance with SFAS No. 146, the fair value of remaining operating lease payments were recorded relating to a

machine the Company determined would no longer be used. This machine lease was paid off in July 2005.

8. Commitments and Contingencies:

The Company is periodically a party to various lawsuits arising in the ordinary course of business. Management
believes, based on discussions with legal counsel, that the resolution of such lawsuits, individually and in the aggregate, will
not have a material adverse effect on the Company’s financial position or results of operations.

The Company leases a 140,000 square foot facility located on 15 acres of land in Bluffton, Indiana, approximately 20
miles south of Ft. Wayne, Indiana. The Company has entered into a lease expiring in April 2018 with respect to the facility
and the lease has two five-year renewal options. Current lease payments are approximately $23,000 per month. The lease
payments are subject to an annual CPI-based increase. The Company produces its T.G.I. Friday’s® brand snacks and Tato
Skins® brand potato snacks at the Bluffton, Indiana facility.

The Company also leases one-half of a 200,000 square foot facility in Bluffton, Indiana which is used as a distribution
center. The Company has entered into a lease expiring in November 2006 with respect to the facility and the lease has two
three-year renewal options. Current lease payments are approximately $31,500 per month. The Company also has entered into
a service agreement expiring in December 2008 with a third party for warehousing services. The service agreement includes
certain minimum monthly usage commitments amounting to $1,188,000 for 2006 and $2,376,000 from 2007-2008.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

8. Commitments and Contingencies: (Continued)
In addition to the Company’s facility leases, the Company has entered into a variety of operating leases for equipment

and vehicles. Rental expense under all operating leases was $1,553,000, $1,666,000 and $1,158,000 for fiscal 2005, 2004 and
2003, respectively. Minimum future rental commitments under non-cancelable leases as of December 31, 2005 are as follows:

Operating

Year Leases

2006 -t e s $ 1,469,000
2007 oo 1,431,000
2008 ..o e 966,000
2009 ...ttt 797,000
2000 1t e s 695,000
Thereafter ..o s 2,824,000
TOLAL ottt e et $ 8,182,000

The Company licenses patented technology from Miles Willard Technologies, LLC in connection with the
manufacture of its T.G.I. Friday's® and Tato Skins® brand products. Pursuant to the license agreement between the
Company and Miles Willard, the Company has an exclusive right to use the patented technology within North America until
the patents expire on December 26, 2006. In consideration for the use of these patents, the Company is required to make
royalty payments to Miles Willard on sales of products manufactured utilizing the patented technology until the expiration
date. Once the patents expire, the Company will no longer have exclusive rights to this technology.

The Company licenses the T.G.I. Friday’s® brand snacks trademark from TGI Friday’s Inc. under a license
agreement with a term expiring in 2014. Pursuant to the license agreement, the Company is required to make royalty
payments on sales of T.G.I. Friday’s® brand snack products and is required to achieve certain minimum sales levels by
certain dates during the contract term.

The Company licenses the Cinnabon® brand for salted snacks, shelf-stable packaged cookies and breakfast/snack
bars from Cinnabon Inc. under a license agreement with terms and options extending through 2015. Pursuant to the license
agreement, the Company is required to make royalty payments on sales of Cinnabon® brand products and is required to
achieve certain minimum sales levels by certain dates during the contract term.

9. Shareholders® Equity:
Common Stock

Approximately 4.3 million shares of outstanding Common Stock issued by the Company are subject to “piggyback”
registration rights granted by the Company, pursuant to which such shares of Common Stock may be registered under the
Securities Act and, as a resuit, become freely tradable in the future. The Company will be required to pay all expenses relating
to any such registration, other than underwriting discounts, selling commissions and stock transfer taxes applicable to the
shares, and any other fees and expenses incurred by the holder(s) of the shares (including, without limitation, legal fees and
expenses) in connection with the registration. All or a portion of such shares may, at the election of the holders thereof, be
included in a future registration statement of the Company and, upon the effectiveness thereof, may be sold in the public
markets.

On August 1, 2005, the Company issued to its Senior Vice President of Marketing 35,353 shares of restricted stock
under the Company’s 2005 Equity Incentive Plan, subject to vesting in equal annual installments over three years. The
restricted stock was valued at the fair market value of the Common Stock on the date of grant, and the resulting deferred
compensation expense of $175,000 was included in additional paid-in capital and is being amortized over the vesting period.
During 2005, amortization expense of $19,406 related to this grant is included in selling, general and administrative expenses.
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POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

9. Shareholders’ Equity: (Continued)
Preferred Stock

The Company has authorized 50,000 shares of $100 par value Preferred Stock, none of which is outstanding. The
Company may issue such shares of Preferred Stock in the future without shareholder approval.

Warrants

Warrants had been issued in connection with prior financings and the acquisition of Wabash. During fiscal years 2003
and 2004, warrant activity was as follows:

Weighted
Warrants Average
Outstanding Exercise Price

Balance, December 28, 2002.............. 1,013,793 $1.11
Exercised....coocoevivmnniiiiecnne (395,516) 1.16
Cancelled.......ococovveiiiiicciiiene (160,277) 1.26
Balance, December 27, 2003.............. 458,000 1.02
Exercised......ccocevivivenriiennniinnns (187,274) 1.00
Cancelled .....cccoovvviiciiieinenns (270,726) 1.05
Balance, December 25, 2004.............. -- $ -

Stock Options

The Company’s 1995 Stock Option Plan (the “1995 Plan”), as amended, provided for the issuance of options to
purchase 3,000,000 shares of Common Stock. The options granted pursuant to the 1995 Plan expire over a five-year period
and generally vest over three years. In addition to options granted under the 1995 Plan, the Company also issued non-qualified
options (non-plan options) to purchase Common Stock to certain Directors and Officers which are exercisable and expire either
five or ten years from date of grant. All options are issued at an exercise price of fair market value at the date of grant and are

non-compensatory. The 1995 Plan expired in May 2005 and was replaced by the Poore Brothers, Inc. 2005 Equity Incentive
Plan (the “2005 Plan™) as described below.

The 2005 Plan was approved at the Company’s 2005 Annual Meeting of Shareholders, and expires in May 2015. The
2005 Plan provides for the issuance of Awards (as defined in the plan document) covering 410,518 shares of Common Stock.
Awards granted under the 2005 Plan may include: nonqualified stock options, incentive stock options, restricted stock,
restricted stock units, stock appreciation rights, performance units and stock-reference awards. If any shares of Common Stock
subject to awards granted under the 1995 Plan or the 2005 Plan are canceled, those shares will be available for future awards
under the 2005 Equity Incentive Plan. The Awards granted pursuant to the 2005 Plan generally expire over a five-year period
and generally vest over three years. As of December 31, 2005, there were 540,665 shares of Common Stock available for
Awards under the 2005 Plan.
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9. Shareholders’ Equity: (Continued)

During fiscal years 2003, 2004 and 2005, stock option activity was as follows:

Plan Options Non-Plan Options
Weighted Weighted
Options Average Options Average
Outstanding Exercise Price Qutstanding Exercise Price
Balance, December 28, 2002 ... 1,737,800 $2.15 1,545,000 $1.47
Granted.......coocoverreeieinnann. 230,000 3.44 117,500 3.60
Canceled .....ocooerevcinenns (28,667) 3.03 -- --
Exercised.......ccoorreinne. (782,633) 1.51 (580,000) 1.40
Balance, December 27, 2003 ... 1,156,500 2.82 1,082,500 1.74
Granted......ccoooereireincnnn 625,000 2.69 -- -
Canceled ......coceovnecnnncnn. {(335,001) 2.96 (10,000) 3.60
Exercised........ccocnneveanees (145,166) 1.66 (725,000) 1.42
Balance, December 25, 2004 ... 1,301,333 2.85 347,500 2.35
Granted.........coooveecveeinennn. 40,000 4.99 - --
Canceled ..o (355,500) 2.80 (13,334) 3.60
Exercised.....ccccoevncvnnnne. (202,500) 2.56 (191,666) 1.49
Balance, December 31, 2005 ... 783,333 $3.04 142,500 $3.38

Tax benefits on stock options exercised are recorded as increases to additional paid-in capital and totaled $330,559,
$315,017 and $830,371 for fiscal 2005, 2004 and 2003, respectively.

The following table surnmarizes information about stock options outstanding and exercisable at December 31, 2005:

Weighted Average Weighted Weighted

Remaining Average Average

Range of Options Contractual Life Exercise Options Exercise
Exercise Prices Outstanding (in years) Price Exercisable Price
§2.10-%2.99 453,333 23 $2.67 366,666 $2.71
$3.08 - $3.60 407,500 1.7 $3.28 368,333 $3.25
$4.20 - $5.00 65,000 39 $4.83 20,000 $4.50
925,833 2.2 $3.09 754,999 $3.02

The table below summarizes the number of exercisable options outstanding and the weighted average exercise prices
for each of the previous three fiscal years:

Plan Options Ngn-Plan Options
Exercisable Options Weighted Average Exercisable Options ~ Weighted Average
Qutstanding Exercise Price Qutstanding Exercise Price
December 31, 2005 636,666 $2.97 118,333 $3.34
December 25, 2004 553,555 $2.89 275,833 $2.02
December 27, 2003 603,997 $2.51 940,000 $1.47
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10. Income Taxes:

The provision for income taxes consisted of the following for the years ended December 31, 2005, December 25, 2004
and December 27, 2003:

2005 2004 2003
Current:
Federal............cocooviiiiiiiiiiiin i, $ -- $ -- $ --
State. e -- (83,855) -
-- (83,855) --
Deferred:
Federal...............oooiiiiiiii (193,655) (1,220,220) (559,000)
SHALE. ..t (27,589) (102,664) (82,861)
(221,244) (1,322,884) (641,861)
Total provision for income taxes.................. $ (221,244) $ (1,406,739) $ (641,861)

The following table provides a reconciliation between the amount determined by applying the statutory federal income
tax rate to the pretax income amount for the years ended December 31, 2005, December 25, 2004 and December 27, 2003:

2005 2004 2003

Provision at Statutory rate ...........c.cecoeeeveveerennnran. $ (170,588) $ (1,204,094) $ (575,900)
State Icome tax, Net ....cccoovvvvrierririce e (24,530) (173,530) (54,961)
Nondeductible expenses and other ..o, (26,126) (29,115) (11,000)
Income tax provision $ (221,244 $ (1,406,739) $ (641,861)

The income tax effects of loss carryforwards and temporary differences between financial and income tax reporting
that give rise to the deferred income tax asset and liability are as follows as of December 31, 2005 and December 25, 2004:

Deferred Tax Asset — current 2005 2004
Net operating 108§ carryforward .........cooovecemiveesecese oo $ 827,000 $ 639,000
Allowance for doubtful accounts.........oovoeviiiv v, 73,000 35,000
Accrued Habilities ..o 413,000 292,000
OBhET oo et ettt ea s a b ea s s 493,718 375,723
1,806,718 1,341,723

Deferred Tax Liability — noncurrent

Depreciation and amortiZation ......c..ecovreirieeie e e rens (2,208,530) (1,829,252)
AMT minimum tax credit carryforward..........cooovevovveiiivnevecienvirnens 31,390 41,000
(2,177,140) (1,788,252)
Net deferred tax Hability .....coocooeiicieieiieiee e $ (370,422) $  (446,529)

The Company experienced significant net losses in prior fiscal years resulting in a net operating loss (“NOL”)
carryforward for federal income tax purposes of approximately $2.4 million at December 31, 2005. The Company’s NOL will
begin to expire in varying amounts between 2010 and 2018. The Company also has an alternative minimum tax (“AMT”)
credit carryforward for federal income tax purposes of $31,390 at December 31, 2005.

Generally accepted accounting principles require that a valuation allowance be established when it is more-likely-
than-not that al or a portion of a deferred tax asset will not be realized. Changes in valuation allowances from period to period
are included in the tax provision in the period of change. In determining whether a valuation allowance is required, the
Company takes into account all positive and negative evidence with regard to the utilization of a deferred tax asset including
our past earnings history, expected future earnings, the character and jurisdiction of such earnings, unsettled circumstances
that, if unfavorably resolved, would adversely affect utilization of a deferred tax asset, carryback and carryforward periods and
tax strategies that could potentially enhance the likelihood of realization of a deferred tax asset. The Company provides for
income taxes at a rate equal to the combined federal and state effective rates, which approximated 39% under current tax rates.
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11. Business Segments and Significant Customers:

For the year ended December 31, 2005, Wal*Mart (including its SAM’s Clubs) and Vistar, a national vending
distributor, were the only two customers accounting for more than 10% of total Company revenue. Wal*Mart accounted for
$14,043,000, or 19%, $14,211,000, or 21%, and $13,237,000, or 20%, for fiscal years 2005, 2004 and 2003, respectively.
Vistar accounted for $8,504,000, or 11%, $9,373,000, or 14%, and $8,751,000, or 13%, for fiscal years 2005, 2004 and 2003,
respectively.

The Company’s operations consist of two segments: manufactured products and distributed products. The
manufactured products segment produces potato chips, potato crisps and potato skins for sale primarily to snack food
distributors and retailers. The distributed products segment sells snack food products manufactured by other companies to the
Company’s Arizona snack food distributors. The Company’s reportable segments offer different products and services. All of
the Company’s revenues are attributable to external customers in the United States and Canada and all of its assets are located
in the United States.

Percent of Total Revenues

2005 2004 2003
Branded products..........ccoiiiiiiiiiiniiiiinnnne, 93% 94% 91%
Private label produets...............o 3% 3% 3%
Total manufactured products segment 96% 97% 949%,
TEVEIUES .. eetitieiaiieeeeeeeinnaneananas
Distributed products segment revenues........... 4% 3% 6%
Total Tevenues.........ooeeviviiiiiiiiiiienens 100% 100% 100%

In fiscal years 2005, 2004 and 2003, the T.G.1. Friday’s® brand snacks represented 65%, 72% and 61%, respectively,
of the Company’s total net revenues. Effective Febmary 1, 2004, the Company ceased distribution of Snyders’ pretzels which
represented approximately 50%, or $2 million, of distributed products segment revenues in 2003.

The accounting policies of the segments are the same as those described in the Summary of Significant Accounting
Policies (Note 1). The Company does not allocate assets, selling, general and administrative expenses, income taxes or other
income and expense to segments.

Manufactured Distributed
Products Products Consolidated
2005
Net revenues from external customers............ $ 72,028,649 $ 3,303,892 $ 75,332,541
Depreciation and amortization included in
segment gross profit..............cconienin. 842,238 -- 842,238
Segment gross profit.............cocociiiiiii 13,593,005 498,133 14,091,138
2004
Net revenues from external customers............ $ 66,629,008 $ 2,105,755 $ 68,734,763
Depreciation and amortization included in
segment gross profit... ......ccoooeviiiiinnnn. 998,415 - 998,415
Costs related to brand discontinuance............ 1,414,759 -- 1,414,759
Segment gross profit.................ool 13,958,782 306,012 14,264,794
2003
Net revenues from external customers............ $ 62,278,649 $ 4,139,187 $ 66,417,836
Depreciation and amortization included in
segment gross profit ....................... 943,541 - 943,541
Segment gross profit...............ccien 12,660,767 657,754 13,318,521
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11. Business Segments and Significant Customers: (Continued)

The following table reconciles reportable segment gross profit to the Company’s consolidated income before income
tax provision for the years ended December 31, 2005, December 25, 2004 and December 27, 2003:

2005 2004 2003
Segment gross profit.................co $ 14,091,138 $ 14,264,794 $ 13,318,521
Unallocated amounts:
Selling, general and administrative expenses.. (13,638,684) (10,558,544) (13,290,660)
Insurance claim settlement income, net......... - - 1,918,784
Interest income (expense), net..........o....ees 49,274 (164,797) (252,820)
Income before income taxes..............co.eeev..n. $ 501,728 $ 3,541,453 $ 1,693,825

12. Litigation:

The Company is periodically a party to various lawsuits arising in the ordinary course of business. Management
believes, based on discussions with legal counsel, that the resolution of any such lawsuits will not have a material effect on the
financial statements taken as a whole.

13. Related Party Transactions:

The land and building (140,000 square feet) occupied by the Company in Bluffton, Indiana is leased pursuant to a
twenty year lease dated May 1, 1998 with American Pacific Financial Corporation, an affiliate of Pate Foods Corporation from
whom the Company purchased Wabash in October 1999. The lease extends through April 2018 and contains two additional
five-year lease renewal periods at the option of the Company. Lease payments are approximately $23,000 per month, plus CPI
adjustments, and the Company is responsible for all real estate taxes, utilities and insurance. American Pacific Financial
Corporation is an affiliate of Capital Foods, LLC the single largest shareholder of the Company, currently holding
approximately 21% of the outstanding shares of Common Stock.
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14. Quarterly Financial Data (Unaudited):

POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Continued)

The results for any single quarter are not necessarily indicative of the Company’s results for any other quarter or the full
year. The sum of quarterly earnings (loss) per share information may not agree to the annual amount due to rounding and
use of the treasury stock method of calculating earnings (loss) per share.

(in 000’s, except for share and

Fiscal 2005

per share data)

Netrevenues......cccoevvvivvivninens

Gross profit

Operating income (10ss)...............

Net income

Earnings (lo

(loss) (1), (2)eevennnnn

ss) per common share:

Weighted average number of
common shares:

First

Quarter

$ 16,557
3,388
340

§ 208

3

0.01
0.01

@

19,647,561
19,854,440

Second

Quarter

$ 23,134
5.870
2,275

$ 1,407

$ 0.07
$ 0.07

19,681,902
19,841,862

Third
Quarter

$ 18,626
2,724
(509)

$ (269)

$  (0.01)
$  (0.01)

19,842,862
19,842,862

Fourth
Quarter

$ 17,016
2,109
(1,654)
$ (1,066)

$  (0.05)
$  (0.05)

20,053,509
20,053,509

Full Year

$ 75,333
14,091
452

$ 280

$ 00t
§ 0.0l

19,763,992
19,946,941

(1) Net income (loss) during the third quarter of 2005 includes $535,000 in charges associated with slow-moving new
product, mainly attributable to the Cinnabon® branded product.

(2) Net income (loss) during the fourth quarter of 2005 includes $553,000 in severance charges for two executives and
$615,000 in charges associated with slow-moving new product, mainly attributable to the Cinnabon® branded product.

(in 000’s, except for share and

Fiscal 2004

Net revenue
Gross profit

per share data)

S

Operating income ...........c.ooveene.

Net income

Earnings per common share:

Weighted average number of
common shares:

First
Quarter

$ 17,719
3,580
916

$ 534

§ 003
$ 0.03

18,602,978
19,317,706

52

Second

Quarter

$ 17,441
2,687

53

$ 1

$ 000
$ 000

18,622,839
19,164,767

Third
Quarter

$ 17,176
4,305
1,610

$ 956

$ 005
§ 005

18,831,954
19,202,074

Fourth
Quarter

$ 16,399
3,693
1,127

$ 644

§ 003
3 0.03

19,141,844
19,319,000

Full Yeay

$ 68,7
14,2¢
3,7

.8 2L

18,794,9
18,9472



POORE BROTHERS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

15. Accounts Receivable Allowance:

Changes to the allowance for doubtful accounts during the each of the three fiscal years ended December 31, 2005 are
summarized below:

Charges
Balance at (Reductions) to (Write-offs) Balance at end
beginning of period Expense Collections of period
Fiscal 2003............... $ 409,000 24,000 (86,000) $ 347,000
Fiscal 2004............... $ 347,000 (112,000) (146,000) $ 89,000
Fiscal2005............... $ 89,000 83,000 15,000 $ 187,000

16. Concentrations of Credit Risk:

The Company’s cash is placed with major banks. The Company, in the normal course of business, maintains balances
in excess of Federal insurance limits.

The Company’s primary concentration of credit risk is related to certain trade accounts receivable. In the normal
course of business, the Company extends unsecured credit to its customers. In 2005 and 2004, substantially all of the
Company’s customers were distributors or retailers whose sales were concentrated in the grocery industry, throughout the
United States. The Company investigates a customer’s credit worthiness before extending credit. At December 31, 2005 and
December 25, 2004, two customers accounted for 23% and 32% of accounts receivable, respectively.

17. Subsequent Event:

On February 14, 2006, the Company terminated the non-binding letter of intent to acquire certain assets and liabilities
of Shadewell Grove Foods, Inc., and Shadewell Grove IP, LLC, including licenses to produce and sell Mrs. Field’s® brand
products. A charge of approximately $175,000 to write-off deferred acquisition costs is included in the 2005 fourth quarter
results.

53
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f/ORPORATE AND SHAREHOLDER |
L INFOIRMATION |
! OFFICERS
ERIC J. KUFEL ® Chief Executive Officer
E.BRIAN FOSTER, Il ® Vice President, Manufacturing
LISA R. SCHOMMER ® Vice President, Supply Chain Management
STEVEN M. SKLAR ® Senior Vice President, Marketing

THOMAS E TIERNEY @ Senior Vice President, Sales

DIRECTORS
ERIC J. KUFEL ® Chief Executive Officer, Poore Brothers, Inc.
F PHILLIPS GILTNER, Ill(} @ Chief Financial Officer, Shamrock Foods Company
‘\ MARK S. HOWELLSO® ® President, M.S. Howells & Co., Inc.
| JAMESW.MYERS® ® President, Myers Management & Capital Group, Inc.
1 LARRY R.POLHILL ® Chairman of the Board of Directors, President, American Pacific Financial Corporation

| ASHTON D. ASENSIO«) e Financial Consultant, American Pacific Financial Corp.

() Audit Committee Member @ (@ Compensation Committee Member

| CORPORATE OFFICES

’ POORE BROTHERS, INC.
‘ 3500 South La Cometa Drive Goodyear, Arizona 85338
Telephone: (623) 932-6200 ® Facsimile: (623) 925-2363

| INVESTOR RELATIONS CONTACT

ERIC |. KUFEL
Telephone: (623) 932-6200 ® erickufel@poorebrothers.com

INDEPENDENT ACCOUNTANT

DELOITTE & TOUCHE LLP
2901 North Central Avenue, Suite | 200 Phoenix,Arizona 85012

LEGAL COUNSEL

OSBORN MALEDON, PA.

2901 North Central Avenue, Suite 2 1 00 Phoenix,Arizona 85012

! COMMON STOCK

POORE BROTHERS, INC.

Common stock is traded on the Nasdaq SmallCap Market under the symbol “SNAK”
STOCK REGISTRAR AND TRANSFER AGENT

AMERICAN STOCK TRANSFER & TRUST COMPANY
59 Maiden Lane New York, New York 10038
Telephone: (800) 937-5449

| ANNUAL MEETING

The annual meeting of shareholders of Poore Brothers, Inc. will be held at The Wigwam Resort located at
300 Wigwam Boulevard, Litchfield, AZ 85340 at 3:00 pm on Tuesday, May 23, 2006
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